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ECONOMIC THEORY IN RELATION TO 
ACCOUNTING VALUATIONS 


W. A. Paton 


I 


LL 1rEMs (with perhaps one important 

A exception) which are included un- 
der the term “assets” may be very 

roughly divided, for the purpose in hand, 
into two groups, more or less accurately 
designated as follows: 

1. Repositories for funds. 

2. Summations of costs. 
In the first may be placed cash in its 
various forms, accounts, notes, bonds, and 
other claims for money, and securities or 
rights readily realizable in money if not 
representing sums to be collected at speci- 
fied times. In the second group are organ- 
ization and development charges, land and 
wasting assets, structures and equipment 
of all types, long and short-term prepay- 
ments, and the various classes of invento- 
ries. As in most classifications there are 
many doubtful cases; one division shades 
into the other. Finished goods produced 
under contract, for example, are from the 
standpoint of both economic and legal 
character very closely allied to ordinary 
receivables. 

As a rule the valuation of items in the 
first group is a relatively simple matter, 
depending primarily upon legal condi- 
tions, simple arithmetical calculations, and 
judgments as to good faith and responsi- 
bility of debtors. Further, in this group of 
cases there is ordinarily little to be gained 
by attempting to apply the interpretations 
and reasoning of economics. It is true that 
the value of a bond or any claim to money 
may be conceived as the present worth of 


the money service or services to be rendered 
by the debtor, but it need not be held that 
this commonplace conception of the case, 
although it is consistent with the views of 
those economists who deem the capitaliza- 
tion of future incomes to be the essence of 
the valuation process, requires any special 
appeal to economic theory. 

The more difficult problems of valuation, 
it is generally agreed, arise in connection 
with those asset elements which represent 
the costs of developing and operating the 
enterprise. Organization costs, construc- 
tion costs, equipment costs, material costs, 
and factory labor costs are all alike in that 
they represent commitments which are 
deemed to be necessary to successful opera- 
tion. At any one point of time the amount 
of such costs already incurred which can 
reasonably be assigned to operations of 
the future constitutes the basis of balance- 
sheet values. In a broad sense the term “de- 
ferred charges” is applicable to this entire 
group—from original organization and 
construction costs to summations of oper- 
ating charges treated as inventories. It is 
especially in connection with the treatment 
and valuation of these cost elements that 
reference to certain propositions and lines 
of reasoning of economic theory is appro- 
priate and helpful. 

It should be noted, parenthetically, that 
in stressing this two-fold division of assets 
it is not intended to deny the cost aspect— 
in the form primarily of implicit interest 
and allowance for risk—attaching to the 
necessary volume of cash and receivables. 
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The value of the enterprise in its en- 
tirety, over and above the sum of the con- 
stituent asset elements dealt with indi- 
vidually but nevertheless as members of a 
coérdinated whole, evidently does not be- 
long in either of the asset groups just con- 
sidered. Yet such an excess value often is 
present and in many cases some expression 
of this value—often inaccurately or im- 
perfectly calculated and improperly de- 
scribed—finds its way into financial state- 
ments. The intangible value, if. any, con- 
stitutes the element necessary to reconcile 
the values of assets compiled from the cost 
standpoint (which does not preclude atten- 
tion to changes in the price level) and the 
market value of the enterprise itself, based 
essentially on a capitalization of expected 
earnings. The problem of measuring such 
value arises not only in connection with 
the purchase and sale of the entire business, 
in reorganizations, etc., but is also involved, 
in effect, in the valuation of stocks for 
which no dependable market exists. 

In defining intangible value, and in en- 
deavoring to measure the amount thereof, 
the related concepts and reasoning of 
economic theory may be said to be useful. 


II 


To the economist all market costs are 
homogeneous in their effect upon values, 
and from this conception of the valuation 
process the accountant can glean a valu- 
able lesson if he will. The accountant, in- 
evitably, is caught up in a legal structure, 
a body of engineering considerations, and 
a slowly developing network of business 
traditions. At the same time he must re- 
member that business is an economic affair 
and not lose sight of effective economic 
forces, even if the operation of these forces 
is not superficially apparent. There is no 
warrant in economic theory for the familiar 
tendency in business and accounting prac- 
tice to treat certain types of costs, for 
which money has been freely and legiti- 
mately expended, as peculiarly dubious 
items for the purpose of analyzing revenue 
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or for the purpose of recognition in the 
balance sheet of the going concern. As the 
economist clearly shows, any cost which 
must be incurred under a given form of 
economic organization if the product de 
sired is to be forthcoming, is an effective 
cost, and is as significant in valuation as 
any other cost element. There is no rank- 
ing of costs in the valuation process. It is 
not true that in the selling price of the 
product material cost, for example, is first 
recovered, then labor cost, then overhead 
costs. Every dollar recovered from product 
contains a measure of all effective costs, 
including interest and marginal. profits, 
even where the total amount recovered is 
not sufficient to cover the total of costs 
incurred. 

For a first example of the application 
of this point of view to a valuation prob- 
lem consider the question of the treatment 
of organization costs (often erroneously 
labeled organization expenses). From the 
standpoint of economic theory the tradi- 
tional treatment of such costs as a neces 
sary evil, an element to be countenanced 
in the first balance sheet only because they 
cannot be extinguished at the outset ex 
cept through an admitted reduction im 
amount of capital invested, and a dubious 
item to be written off as early as reve 
nues permit without unduly impairing the 
operating showing, is absurd. Such costs 
are a commonplace, regular feature of 
present-day business and can therefore 
fairly be assumed to be necessary costs (in 
reasonable amount, of course). They are 
therefore just as valid as construction 
costs or any other necessary charges. It 
is true that they attach to the business as 
an entity rather than to specific tangible 
elements involved, but from the standpoint 
of the going concern this is no sense im- 
pairs their validity. And it is not obvious 
that the significance of such costs disap- 
pears with liquidation any more prompt 
ly than does that of many other charges 
incurred. The costs of highly specialized 
equipment, for example, may evaporate a8 
effective values very rapidly in the event 
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that the equipment is junked instead of 
being used as planned. 

It is not feasible here to attempt to dis- 
cuss the very interesting problem of how 
organization costs, if set up initially as 
a full-fledged asset, should be periodically 
revalued. The Board of Tax Appeals, with 
considerable justification, appears to have 
accepted the view that such costs are the 
asset par excellence, as permanent as the 
business itself, not subject to amortization. 
No doubt this position is somewhat ex- 
treme, especially in the case of organiza- 
tion costs attaching to the issue of termina- 
ble securities and to companies organized 
to exploit wasting assets. The point to be 
emphasized for present purposes is that 
economic reasoning as to the relation of 
costs and values supports the proposition 
that such charges are, at the outset, a 
thoroughly legitimate asset, and should be 
periodically revalued on their merits and 
not arbitrarily. 

For a second example along this line con- 
sider the tendency in practice, in ac- 
cumulating costs for inventory purposes, 
particularly in the trading field, to exclude 
handling costs, normal carrying charges 
such as insurance, administrative costs, 
and selling costs clearly applicable to goods 
not yet disposed of. In economics there is 
no prejudice of this character. For the 
economist it is as easy to think of imsur- 
ance, storage, administration, and sales 
preparation costs as balance-sheet ele- 
ments under the general head of inventories 
as to so view invoice costs plus transporta- 
tion. Admittedly the usual practices in this 
connection are in part counsels of con- 
venience and do not deny the propriety of 
the economist’s conception of value-influ- 
encing costs. It is obvious that there are 
practical difficulties in the way of appor- 
tioning selling costs and general adminis- 
trative costs incurred between sales of the 
past and sales of the future, not the least 
of which is the problem of distinguishing 
between an arbitrary deferring of costs— 
for the sake of a better current showing— 
and a valid accumulation of costs as in- 


ventory values. But it is equally clear that 
business men and accountants have failed 
to give due weight to the opinions of 
economists at this point, and that more 
accurate inventories can be secured through 
a redefinition of the cost of goods on hafd 
and the exercise of greater care in accumu- 
lating such costs. Close approximations of 
the amount of insurance and handling 
costs, for example, applicable to depart- 
mental as well as total inventories, can un- 
doubtedly be made in most cases without 
unreasonable effort. 


Ill 


While the economist puts all effective 
costs substantially in the same boat as far 
as values go it does not follow that 
economic reasoning justifies the continued 
capitalization of the costs of the specific 
enterprise which are not recovered through 
revenues, regardless of their character. To 
be an effective cost a cost factor must be 
significant in the competitive price-making 
process, or, to put the matter more 
definitely from the standpoint of account- 
ing valuation, to constitute a legitimate 
asset in the balance sheet an element of 
cost incurred must be of such a character 
that the presence of the factor or condition 
represented by such cost makes it possible 
for the enterprise to avoid incurring an- 
other similar cost which would otherwise 
be required in the production of revenue. 

For an illustration of the application of 
this point of view to a practical problem 
of valuation take the case of obsolescence. 
What should be done with the unamortized 
cost of a unit of equipment which has by 
no means reached the end of its normal 
physical life but is subject to retirement 
because of the introduction of improved de- 
vices? There is still a very considerable 
amount of influential sentiment that favors 
capitalizing such costs, or, in other words, 
treating them as costs of future revenue. 
In the public utility field, where such senti- 
ment is especially strong, the view no doubt 
originates in the natural anxiety of the 
utility management to maintain as high 
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capital values as possible as a basis for 
argument in rate cases and in the desire 
on the part of the regulatory authorities 
to give the utility—in view of the restric- 
tions to which it is subject as a regulated 
business—some opportunity to recover 
unusually heavy losses which are quite out- 
side the control of the management. How- 
ever, in the discussions of Saliers and 
others an effort has been made to support 
the proposition on the grounds of logi- 
cal interpretation and sound managerial 
policy, aside from the more or less arbi- 
trary features of public regulation. 

The merits of the issue, as far as 
economic theory goes, would seem to be 
reasonably clear. Suppose a concern re- 
tires an obsolete unit of equipment, with 
an unamortized value of $500, and ac- 
quires a modern type of machine at a cost 
of $1,000. What is now the proper amount 
to be set up in the balance sheet—$1,500, 
the remaining book value of the old plus 
the cost of the new, or $1,000, the cost of 
the new unit? Typical economic reasoning 
certainly favors the second alternative. 
The cost which will be effective in the price- 
making process is the cost under the new 
method of operation. There is no reason 
for thinking that the loss of $500 can be 
passed on to the consumer. Competitors 
who are now coming into the field—or 
who surely will come in if an attempt is 
made to set prices at a level which will 
cover the loss on the old equipment—vwill 
naturally use the new process and will not 
be influenced by the losses that others have 
suffered. The effective, price4influencing 
cost, and hence the cost most significant to 
the management, will surely be $1,000, not 
$1,500, and to include the item of $500 
among the assets is a thoroughgoing case 
of capitalizing an outright loss. 

In using the term loss, of course, it is 
assumed in the illustration that prices in 
the past have not been sufficiently high to 
permit the recovery of the $500, that the 
depreciation in the past has been properly 
stated in view of all the circumstances. 
Even in the case of a complete monopoly 


it can still be urged that the item of $500— 
to adhere to the example—cannot legiti- 
mately be continued as an asset after the 
superseding machine has been acquired, 
The absolute monopolist, with neither ac- 
tual or potential competition to fear, 
naturally tries to set his price at such a 
point as to yield the greatest net return 
possible on his investment. He is in a posi- 
tion to charge all the traffic will bear, and 
he needs no excuse of losses due to obsoles- 
cence to set prices at the most favorable 
point. This need not of course be the 
highest possible price, as with an elastic 
demand for the product a price that will 
unduly reduce output cannot be charged. 
In other words, the monopolist will not be 
in a position to recover losses due to ob- 
solescence or other disadvantageous cir- 
cumstances. He may, of course, avoid 
such losses in a measure by postponing the 
installation of the new and improved equip- 
ment, but once he decides that the old 
method is too costly and that he can make 
more money by substituting the new 
process, the fact of unamortized book 
values affords no basis for higher prices. 
It should perhaps be admitted that in 


a completely monopolistic enterprise, with 


neither actual nor potential competition, if = 


such a concern can be found, no costs are 
price-influencing as in the competitive 
field, except in the sense that prices must be 
at least sufficient to cover total cost, if the 
concern is to continue, and that therefore 
the balance sheet of such a concern, with 
respect to cost factors, should simply 
represent costs which have not yet been 
written off, whether or not they can be 
deemed to be effective costs in the price 
making sense. This view of the monopolist’s 
balance sheet would, of course, justify the 
retention of losses as assets. On the other 
hand even the highly monopolistic concern 
is interested in determining and comparing 
departmental costs for purposes of sound 
internal administration, and including in 
operating charges costs which did not 
represent technical services currently con- 
sumed would be questionable from this 
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standpoint. Further, it should be remem- 
bered that not even the monopolist is cer- 
tain of future revenues sufficient to offset 
all costs incurred, regardless of character 
and amount. 

It is barely possible to imagine a state 
of affairs in competitive industry in which 
losses due to obsolescence would become 
effective, price-influencing costs. If all con- 
cerns actually in a particular field started 
abreast, and all suffered losses at precisely 
the same time and in the same manner, and 
if any new concern which now entered the 
field could expect to go through the same 
experience that the established enterprises 
in the field have undergone, it could reason- 
ably be expected that prices would tend 
to be at a level permitting recoupment of 
losses, and it could therefore be contended 
that the so-called losses, until recovery, 
were valid deferred charges, to be written 
into operation as effective costs, or, per- 
haps better, represented a special form 
of investment, not subject to amortization, 
on which a return could be anticipated in 
perpetuity. It is obvious, however, that 
no such set of conditions obtains, in any 
field, with regard to obsolescence. 

In connection with this discussion of the 
nature and treatment of losses due to ob- 
solescence a word should be added with re- 
spect to the problem of deciding when to 
retire equipment which is capable of being 
used, and at some profit, but which is in- 
ferior from the standpoint of unit costs 
of product to improved devices which are 
available. Undoubtedly, in making the de- 
cision, consideration must be given to the 
unexpired value of the old equipment and 
undoubtedly it is not clear that the change 
must be made (assuming the required vol- 
ume of output can be obtained through the 
use of the old equipment) unless and until 
it can be shown that the superiority of the 
new process is such that the substitution 
is advantageous notwithstanding the loss 
of value of the unit to be superseded. (The 
value, or effective cost, remaining in the 
old unit, as will be brought out in the dis- 
cussion of cost adjustments a little later, 


is not necessarily the net number of dol- 
lars remaining on the books.) However, a 
clear distinction should be drawn between 
the form of calculation required in making 
the decision as to the date of retirement 
and the question of the proper capital value 
to be placed in the balance sheet after the 
old machine has been eliminated and the 
new installed. The value of the old must be 
considered in settling the first question, 
but it does not follow that having decided 
it will pay to scrap the old unit, the effec- 
tive cost of operation with the new machine 
must be loaded with the shade of its prede- 
cessor. 

A story was told a number of years ago 
about the bridges account of one of our 
prominent railways, to the effect that the 
account contained all of the expenditures 
for constructing bridges through the 
life of the company, notwithstanding the 
fact that numerous bridges had been re- 
built a number of times. In other words, 
in some cases there were three or four 
bridges in the account although there was 
only one bridge rendering service. The 
capitalization of losses due te obsolescence 
leads to a similar situation. In a number 
of industries development has been so rapid 
and revolutionary over a period of years 
that the capitalization of losses due to so- 
called premature retirements would have 
led to an absurd inflation of asset values. 
In such situations, the use of higher de- 
preciation rates, rather than capitalization 
of losses, is indicated. 

The doubtful character as assets of 
“pioneering value” and similar concoctions 
based upon prolonged and extraordinary 
development expenditures, can be demon- 
strated by argument of the type indicated 
in the case of losses due to obsolescence 
and similar factors. On the other hand the 
capitalization of interest during construc- 
tion can be supported by reference to the 
economist’s conceptions of effective cost. 

Our old friend, “interest on investment 
as an operating cost,” bobs up in this con- 
nection. Suffice it to say here on this 
point that the case against the inclusion 
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of hypothetical interest charges in operat- 
ing expense must be based on other grounds 
than the economist’s theories of price de- 
termination. Virtually all economists view 
interest on capital, proprietary as well as 
borrowed, as an effective cost of produc- 
tion. 


IV 


A special case of the bearing of eco- 
nomic principles on a problem of cost ac- 
cumulation is found in the question of the 
treatment of carrying charges on land. 
This has always been a controversial mat- 
ter and interest in the problem has been 
revived in recent years in connection with 
income-tax rulings on the subject. In the 
case of unimproved land, certainly, the rea- 
soning of the economist tells us that while 
cost is an expression of value at the mo- 
ment of acquisition, the line of causation 
is not from cost to value and that carry- 
ing charges in the form of taxes, interest, 
or other expenditures are therefore not 
additions to value, at least in the form of 
effective cost elements. The land may in- 
crease in value as rapidly or more rapidly 
than such costs accumulate, or it may fall 
in value. In any case the movement of value 
is due to the development or decline of the 
community involved, and is purely a ques- 
tion of demand for land on one side, and 
the available supply, without regard to 
cost, on the other. 

This of course does not deny the rea- 
sonableness of maintaining a record of all 
costs incurred, for the sake of measuring 
the profit realized or the loss suffered if and 
when the property is disposed of. 


Thus far in these comments no considera- 
tion whatever has been given to the ques- 
tion of the appraisal of fixed assets such 
as buildings and equipment, usually deemed 
the outstanding problem in valuation, and 
widely and vigorously debated in recent 
years. However, economic theory undoubt- 
edly has a bearing on this problem, and 
a brief statement on the matter should be 
included here. 


The main point to be recognized in this 
connection is the fact that the economist 
does not mean by effective cost the mere 
number of money units in the original 
charge. The effective cost of a standard 
piece of equipment on the date of purchase 
is the purchase price, which, let us say, is 
$1,000 (ignoring installation charges), 
The effective cost value a year later (ig- 
noring the question of depreciation) is the 
cost of a new unit of the same type, assum- 
ing there has been no change in standards, 
and this may be $1,200. That is, the econ- 
omist holds that the cost which is effective 
in the price-making process is the potential 
cost or cost of replacement. 

In other words, those who argue for 
periodic revisions of costs of fixed assets 
such as buildings and equipment can find 
considerable support for their position in 
orthodox economic reasoning. If it is true 
that the costs which are effective economi- 
cally, the costs which influence the price of 
the product, are not the historical costs in 
dollars but such costs revised to date, 
these revised costs are the ones which are 
vital to the operating management and 
hence are worthy of some consideration by 
the accountant. 

A qualification of some significance 
should be noted. The economist, in offering 
his proposition that the costs which are 
effective in influencing prices, are costs to 
date, potential costs and costs of replace- 
ment, does not pretend to state anything 
more than a tendency in an imperfect mar- 
ket situation. In the friction of the market 
it is fairly evident that selling prices of 
products do not move immediately and 
correspondingly, period by period, with 
changing costs of construction of buildings 
and changing costs of equipment. Doubt- 
less the tendency exists, but particularly 
in periods when prices are drifting up and 
down with no very decisive trend it is very 
likely that the validity of replacement 
costs, as aids to sound managerial judg- 
ment, are of relatively slight value. 

Another and more serious qualification, 
clearly recognized by economists, and 
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something which professional appraisers 

would do well to recognize more completely, 

is the fact that the replacement-cost theory 

applies very imperfectly, if at all, in the | 
case of types of property which are no 

longer standard, which are no longer being 

reproduced substantially in kind. It is only 

in the case of a continuous flow of stand- 

ard units that replacement cost can be held 

to have any marked influence on value. 

Once the output of a particular type of 

structure or equipment ceases, or is radi- 

cally curtailed to a few special orders, the) 
cost thereof no longer is of importance in 

the price-making process. 

One example will be sufficient to show 
the ruinous error which may flow from a 
slavish adherence to the cost-of-replace- 
ment theory in appraisals. In 1924 a valu- 
ation was made of the properties of the 
Kansas City Railways by two independent 
engineers. One of the items to be appraised 
was three old engines in the power house. 
These were of the massive type, with enor- 
mous flywheels, and were standard equip- 
ment twenty or twenty-five years ago, or 
more. This equipment was in excellent 
physical shape, but was utterly obsolete, 
and a couple of the engines were no longer 
even connected. The company’s power at 
the time of the appraisal was entirely sup- 
plied by other and more modern equipment, 
although the old units were capable of giv- 
ing service if required. One of the engineers 
went to the Westinghouse Company, with 
complete specifications, and secured an es- 
timate of what it would actually cost, as of 
the date of the appraisal, to construct these 
engines, on special order. He then made an 
estimate of the cost of shipment, installa- 
tion, etc. The result was a cost of replace- 
ment figure of considerably over a million 
dollars. The other engineer treated the 
units as scrap and gave them a net value 
of $20,000. 

Evidently the first figure was an absurd- 
ity, even as a starting point, in valuing this 
equipment. As a matter of fact the second 
engineer’s estimate was liberal as there was 
some evidence that the company would 


gladly have paid several thousand dollars 
to anyone who would agree, without dam- 
aging the building, to remove these massive 
and space-consuming items of equipment. 

This is clearly an extreme case, but in 
some degree the condition indicated ap- 
plies to much of the older property being 
valued under the typical appraisal. 

The economist’s views can also be help- 
ful in another way in connection with ap- 
praisals. As has often been pointed out, 
it is highly desirable that a distinction be 
drawn between that portion of an element 
of appreciation which can be said to repre- 
sent merely an adjustment to a change in 
the general price level and that portion, if 
any, which represents a change in the rela- 
tive status of the particular unit being 
valued. The first is merely a cost correc- 
tion or adjustment, and in strict logic does 
not violate the traditions of the conserva- 
tive accountant (although most account- 
ants have persistently refused to see this) ; 
the second, if present, represents a genuine 
change in economic status. In an appraisal 
these quite distinct factors should be sepa- 
rated, as the first, whether realized or un- 
realized, to use two badly abused terms, 
is clearly not an item of income from the 
standpoint of sound economic definition. 
Of course, in a particular appraisal, the 
advance in dollar cost may be less than the 
advance in the general price level—change 
in the value of money—in which case there 
is no element of real enhancement, as the 
change in true economic status has been 
for the worse. Further, from the stand- 
point of economic theory there is surely 
very little to be said in such a case for 
maintaining a pretense that the true eco- 
nomic value is unimpaired and can be ex- 
pected to be recovered from customers. 

Similar comments can be made as to the 
effect of the movement of costs downward, 
and in a case where the fall in replacement 
cost is less than the decline in the general 
price level the net result of the decline, 
paradoxically, is an element of true en- 
hancement. In other words, if the price of 
the unit under consideration is falling less 
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rapidly than the value of money is rising, 
the value of the item is in all truth appre- 
ciating. It is the old story of the distinc- 
tion between price and value, and accoun- 
tants in general appear to be woefully weak 
in their use of these terms and in their in- 
terpretations thereof. 

All this implies that someone is going 
to be able in property valuations to work 
up a technique for isolating the changes in 
the value of money, but the writer for one 
is going to make no promises in this con- 
nection. 

No attempt will be made here to discuss 
the very interesting problem of cost ad- 
justment (or valuation, whichever we label 
it) in the case of such assets as inventories. 
Suffice it to say that the theory of the 
effect of cost on values has the same out- 
lines in this case as in the case of fixed 
assets, that in many cases selling prices are 
very sensitive to changing replacement 
costs, which, therefore, become very sig- 
nificant to the management, but that on the 
other hand inventories commonly flow 
through the business at such a rate that 
errors in valuation from the standpoint of 
economic theory are soon absorbed and 
have little or no tendency to accumulate. 


VI 
In his book, the Economics of Account- 
ancy, Professor Canning has ably discussed 
various methods of apportioning deprecia- 


tion in the light of economic theory. The 
writer will make no effort to offer anything 
on the subject here. The use of conceptions 
of economic theory in questioning the fa- 
miliar proposition of the engineer to the 
effect that there is no accrued depreciation 
in a complex integrated property such as 
a railway system, which is adequately main- 
tained and is able to give continuous and 
satisfactory service, can only be mentioned, 
It would be germane to discuss the very 
marked bearing of economic conceptions of 
‘producers’ rents” or excess profits on the 
delineation of the essential nature of good- 
will broadly conceived, and the formula re- 
quired in the valuation of intangibles, 
which is substantially the same problem as 
the all-important question of the valuation 
of the enterprise as a whole, but this would 
be beyond the scope of this paper. Another 
topic of interest would be the relation of 
economic theory to the distinction between 
direct and overhead costs, as used by the 
cost accountant in his compilations. What 
the writer has tried to do is merely to in- 
dicate something of the application of eco- 
nomic reasoning to accounting valuations 
in so far as this reasoning is operative 
through the channel of costs, which is 
clearly the phase of the subject most sig- 
nificant to the operating management, the 
element in the business which cares little 
for legal hair-splitting about valuations or 
for the traditions of balance-sheet valua- 
tions cherished by credit managers. 
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THE HISTORY OF THE JOINT STOCK COMPANY 


C. E. 


HOUGH it is not possible to discover 
PT stance of the joint stock company 

in England before the middle of the 
sixteenth century, it must at the same time 
be recognized that before that date there 
were tendencies that would make its ulti- 
mate establishment inevitable. 

As early as 1407 the Bank of St. George 
at Genoa had been established. The trade 
of the Italian city states was already in- 
cluding western Europe in its scope and 
Italian finance consequently exerted an im- 
portant influence in England. Naturally 
the methods and organizations employed 
were copied to some extent abroad. There 
were two main lines of development which 
might result in the formation of a joint 
stock body. These were the medieval part- 
nership and the growth of the idea of a 
corporation. The canonist doctrine on the 
use of capital discouraged loans while it 
encouraged the formation of partnerships. 
There were the “Commenda” and “Socie- 
tas,” both of which were in frequent use 
on the Continent and were forms of the 
medieval partnership. In the commenda the 
commendator provided the capital and the 
commendatarius managed the investment; 
in the societas both contributed capital. In 
1284, 1296, and 1312 certain Italian so- 
cietas were granted rights to trade in Eng- 
land. However, in 1345, the Italian banker, 
Bardi, and several foreign firms failed, and 
as a result, when need of capital arose to 
provide for industrial expansion, there was 
little inclination in England to copy the 
form of the Italian societas. 


THE EARLY TRADE GUILDS 

Many characteristics of the joint stock 
company appeared first in the early Anglo- 
Saxon and Anglo-Norman social guilds. 

Perpetual Succession. A guild established 
by Orcy at Abbotsburg before the Norman 
Conquest was granted property for the 
guildship “to possess now and henceforth.” 


Later other guilds were founded “evermore 
to lasten,” and others, “to abyde, endure, 
and be maynteyned without end.” 

Use of the Common Seal. A method was 
required by which the act of the whole 
body could be identified. In the records of 
the Fuller’s Guild of Lincoln made in 1887, 
mention is made of the fact that “at the 
special request of the brethren and sistern, 
certain ordinances were sealed with the of- 
ficial seal of the Deanery of Lincoln in or- 
der to have greater proof thereof in time 
to come.” The use of the seal became 
quite general during the latter part of the 
thirteenth and during the fourteenth cen- 
tury. 

Monopoly. Members were described as 
“brethren and sistern” and there was a 
tendency toward fostering a spirit of ex- 
clusiveness toward all outsiders. In many 
cases candidates for admission had to 
swear not to betray their affairs, from 
which practice there emerged the monopo- 
listic idea in certain of the trading guilds. 

Management by Committee or Board. 
The government of the early guilds was 
committed to an alderman, who was the 
chief official, to one or more wardens or 
stewards, who had charge of the property, 
and to a dean or clerk, who summoned mem- 
bers to the meetings and kept a register 
of members. Later, in the Guild of the Holy 
Trinity at Lancaster, the governing body 
consisted of “twelve good and discrete 
men.” 

Gilda Mercatoria. Very soon after the 
Norman Conquest there appeared a new 
development in the form of the “gilda mer- 
catoria.” Its chief function was to regulate 
the trade monopoly conveyed to the bor- 
ough by royal grant. The grant implied 
that the guildsmen had the right to trade 
freely in the town and to impose payments 
and restrictions upon others who desired 
to exercise that privilege. Although social 
guilds already existed, from this time both 


The 
hing | 
tions | 
fa- | 
» the 
ation 
h as | 
1ain- 
and | 
oned, | 
very 
ns of 
the | 
a re- | 
bles, 
m as | 
ition | 
ould 
yther 
n of 
ween | 
the 
That 
in- 
eco- 
ions 
ative 
h is 
sig- 
the 
ittle 
or 
lua- § 
| 


98 The Accounting Review 


continued to flourish side by side. In the 
gilda mercatoria trade was confined within 
the circle of its own members. A member 
of the guild was prohibited from joining 
with a non-member in the prosecution of 
any enterprise. A member was required to 
share any purchase he had made, with 
other members who wished to participate 
at the same price. It may be assumed that 
the officials of the guild collected the funds 
from the members before the goods were 
delivered to them, and thus the transaction 
resolved itself in its essentials into a “joint 
stock” followed by a commodity division. 
The early gilda mercatoria was organized 
in a similar way to the social guilds. Later, 
the governor and his assistants adminis- 
tered the affairs of the guild. 

Framing of By-Laws. As the activities of 
the guilds increased greater importance 
was attached to the framing of by-laws, 
since they provided a mechanism for ex- 
pressing and recording the will of the mem- 
bers as a community. 


THE REGULATED COMPANY 


With the progress of industry it began 
to appear that circumstances rendered the 
guild merchant rather a hindrance than a 
help to trade. In the fourteenth century 
the guild was beginning to be replaced by 
specialized associations of traders such as 
craft guilds and companies of merchants. 
As early as 1216 concessions were granted 
by the king to the Merchant Adventurers, 
a body organized for overseas trade. There 
is a gap, however, occasioned by the domi- 
nance of foreigners in the external trade 
of England. Not until 200 years later were 
grants officially sealed regulating the in- 
corporation of companies to engage in 
foreign trade. These were made to com- 
panies engaging in trade with the countries 
bordering on the North Sea and the Baltic, 
the earliest being to the merchants trading 
with Prussia. Permission was granted these 
by the king to meet each year, on the feast 
of St. John, to elect a governor, who was 
given power of executing justice amongst 
English merchants in the respective terri- 


tories, and of protecting the concessions 
they had obtained. In 1404 the members 
were authorized to meet as often as they 
pleased, and provisions were made for the 
appointment of deputies. 

Corporate Action. Powers were given to 
make statutes and ordinances for the better 
government of the body, and the governor 
was permitted to punish “rationally” any 
English subjects who disobeyed these rules, 
thus opening the way for the establishment 
of a monopoly. Similar grants were made 
to the merchants trading in Holland, Flan- 
ders, Norway, Sweden, and Denmark. In 
1505 a charter was granted to The Fel- 
lowship of the Merchant Adventurers of 
England. Besides the governor there were 
to be elected “four and twenty of the most 
sadd, discreet, and honest persons” to be 
called assistants to the governor ; of these 
thirteen were to constitute a quorum. Those 
who refused to serve were subject to a fine 
of £20. Members acted as a body in the 
forming of by-laws, thus establishing the 
principle of corporate action. 

Independent partnerships were formed 
because of the rule that members might not 
join with non-members, and because of the 
antagonism between the ideas of the regu- 
lated company and the commenda. A free- 
man who owned a ship took a mariner into 
partnership, the latter receiving a share of 
the profits. Such partnerships could trade 
with any person. Both this and the former 
practice were contrary to the whole spirit 
of the regulated company. 

The regulated companies laid great 
stress upon apprenticeship, and member- 
ship was confined to legitimate merchants, 
i.e., those who had been apprentices. About 
the middle of the sixteenth century, Mer- 
chant Adventurers permitted apprentices 
to employ capital “under lock and cover 
of their masters’ trade.” In 1554 it was or- 
dered that no investment might be made 
during the first five years of apprentice- 
ship. At the expiration of that time it 
could be only £20 and after a further three 
years £40 “in joint stock with their em- 
ployer.” 
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JOINT STOCK ENTERPRISES 

The forerunners of the first joint stock 

eqmpany were large partnerships formed 

vorking the tin mines of Cornwall. In 
he time of Edward VI a partnership was 
fovmed for the smelting of iron, and soon 
ter, the development of the textile indus- 
try in England resulted in increased de- 
mands for capital. 

Neither the partnership nor the medieval 
societas form of organization was satisfac- 
tory when demands for capital became more 
urgent to meet the requirements of a new 
industrial development. The partnership 
form could provide the necessary capital 
oly by introducing a large number of 
partners, and the societas had not a suffi- 
ciently elaborate organization, for the gov- 
ernment of an,extended membership. Yet 
the system had been developed in the guild- 
merchant and the early regulated compan- 
ies and it required only the stimulus of a 
suitable occasion to graft the company 
form of organization into the partnership. 

At the beginning of the sixteenth century 
the progress of maritime discovery was 
greatly extending foreign trade and it was 
in the interests of this branch of commerce 
that capital was most urgently needed. 
Then, too, the Reformation, in liberating 
capital from the position it had occupied 
under the Church, forced England to work 
out independently the corporate organiza- 
tion of capital. 

Henry VIII wasted the wealth that had 
come to him from the monasteries, and his 
extravagance resulted in the debasement of 
the coinage and the contraction of a debt 
which involved an annual charge on the 
revenue of the crown of £40,000 a year. 
During the following years his loans in- 
creased until about the middle of the cen- 
tury the interest payments abroad were so 
great that there was a continual drain on 
the capital of the country. At the same 
time, the national production was much less 
than it had been earlier in the century and 
the capital of the country was being seri- 
ously depleted. Attempts were made to se- 
cure higher returns on available capital 


and the more enterprising merchants were 
forced to give attention to foreign trade. 
Already the Merchant Adventurers, the 
Staplers and the Eastland Company had 
control of the chief trade routes known at 
the time. Those anxious to seek out foreign 
trade must necessarily go further afield. 
Larger amounts of capital were required 
and it seemed necessary to form some kind 
of joint stock company. In trading to a 
more distant country larger ships would be 
needed and the loading of goods belonging 
to a number of adventurers in one ship, ac- 
companied by the factors in charge of the 
goods, would produce inextricable confu- 
sion. Therefore, when trade was opened 
with Russia and Africa, it was apparent 
that it should be formed on a joint stock 
basis. 

The Russia Company and the Africa 
Company. The first English joint stock 
company of importance was the Russia 
Company founded in 1553. In the same 
year another joint stock enterprise was 
formed to trade with Africa. Of the former 
company, Sebastian Cabot was one of the 
founders and it was possibly because of 
his knowledge of the joint stock system 
in Italy that it was decided that there 
should be “one common stock of the Com- 
pany,” and that no member might trade on 
his own account. Three thousand pounds 
was subscribed by calls of £25 per share, 
the amount being devoted to the purchase 
of three ships and goods suitable for the 
trade. Two vessels were lost in the ice, but 
the third succeeded in reaching Archangel 
and the commander obtained extensive 
privileges and concessions for the company. 
A charter was secured in 1555 reserving to 
the company the sole right of trading with 
Russia. The charter described the organi- 
zation as “one bodie and perpetual fellow- 
ship and communaltie.” The name was in 
reality a concise epitome of the whole ob- 
jects of the company, viz., “The Merchant 

Adventurers of England for the discovery 
of lands, territories, isles, dominions and 
seignories unknown, and not before that 
late adventure of enterprise commonly fre- 
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quented.” Because of the inconvenience of 
the long name, an Act of Parliament was 
passed in 1566 authorizing the change to 
“The Fellowship of English Merchants for 
the Discovery of New Trades.” 

The constitution described in the char- 
ter provided that members had the right 
of assembling and electing officers. Sebas- 
tian Cabot, the first governor, was to hold 
office for life. After his death two might 
be elected. Twenty-eight other persons were 
elected, four of whom were “consuls” and 
the remaining twenty-four were “assist- 
ants.” To form a quorum, each of the three 
orders must be represented, viz., by the 
governor, two consuls, and twelve assist- 
ants. There were no regulations relating 
to the votes of members or their rights or 
obligations. Powers were given to make or- 
ders necessary for the governing of the 
trade. In studying the company history 
it is apparent that as difficulties arose at- 
tempts were made to deal with them in the 
charters of later companies. In 1564, a 
formal minute was passed authorizing calls 
on the “shares.” In 1558 African trade 
was reopened, and expeditions were pro- 
moted by five chief adventurers each of 
whom had partners under him. Although 
not incorporated they were frequently re- 
ferred to as companies. 

Mode of Capitalization. The Russia 
Company owned ships, whereas the Africa 
Company hired them. Each African ex- 
pedition was financed by separate capital, 
and on completion of the venture the ac- 
counts were wound up. The Russia Com- 
pany also acquired property in Russia 
which necessitated that the capital con- 
tinue permanent for a considerable period. 
The original capital was £6,000 in shares 
of £25 each; in 1568 a further £115 had 
been paid on each share and the capital 
was £33,600. Following a financial crisis 
in 1563-64 a further call of £60 per share, 
making £200 in all, was made, thus bring- 
ing the capital up to £48,000. In these 
earlier companies possibly through the in- 
fluence of the early religious guilds, the 
number of shares was almost invariably 
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a multiple of twelve. The original became 
unaltered, but if sums called up became in- 
conveniently large, the shares were divided 
into fractions. In 1566 the profits earned 
were from twelve per cent to twenty per 
cent. Because of the very high prices ex 
acted for English goods the company lost 
the support of the Czar and in 1570 privi- 
leges in Russia were suspended. 

New Charters Granted. In 1568 char- 
ters were signed, incorporating two new 
undertakings: Governors, Assistants, 
and Commonalty of the Mines Royal,” and 
“The Governors, Assistants, and Society 
of the Mineral and Battery Works.” Up 
to this time the word “company” had not 
been used in names of any of the joint stock 
bodies. 

In the grant to the Mineral and Battery 
Works “the incorporation was granted, so 
as to prevent the great inconvenience which 
might otherwise arise on the deaths of the 
then-existing partners.” Government under 
both these charters was by “governors, 
deputy-governors, and assistants,” twelve 
persons in all. 

These two companies were closely asso- 
ciated, several persons owning shares in 
both. Calls were made as new capital was 
required, and in 1569, £850 was required 
upon each of the twenty-four shares of the 
Mines Royal. At that time the capital of 
the Russia Company was £48,000, the 
Mines Royal, £20,400, and the Mineral 
and Battery Works, £7,200. The Africa 
Company financed each adventure sepa- 
rately, dividing the spoils when the venture 
terminated. 

Business Transacted. The Russia Com- 
pany purchased chiefly cordage and timber 
for masts and established a new market for 
English woollen goods. The Africa Com- 
pany imported gold, ivory, and spices. 

Queen Elizabeth took an interest in the 
Africa Company and lent the adventurers 
four men-of-war on the condition that she 
receive one-third of the profits, although 
the original adventurers were to be liable 
for the whole of the capital. In return for 
the loan, she received £1,000 and was saved 
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the cost of maintaining her ships for nearly 
a year. 

The Mines Royal Company was granted 
the privilege and control of the production 
of cannon. The charter was originally 
given to two partners, but later, finding 
themselves short of capital, they divided 
the undertaking into twenty-four shares, 
half of which were sold in Germany and 
half in England. The discovery of gold, 
copper, and silver soon after the company’s 
organization raised expectations of large 
profits, and premiums as high as £1,200 
were paid for shares in the company. The 
price of shares rose so high that they be- 
came difficult to sell and in 1571 shares 
were first sub-divided and sold in halves, 
quarters, and eighths. 

Management by Directors. The share- 
holders did not take part: personally in 
the management of the business. The direc- 
tors, however, were governed by rules or 
orders passed by the shareholders at gen- 
eral meetings. The shares could be disposed 
of by the shareholders but no person could 
become a shareholder of the Mines Royal 
Company unless he owned a certain amount 
of real property. 

Voting Control. As the business of the 
Mineral and Battery Works increased the 
company leased certain of its properties 
located at some distance from the main 
factories to three shareholders at a rental 
of £150 per year for three years. One of 
the shareholders, Sir Richard Martyn, suc- 
ceeded in purchasing shares in the company 
until he held a quarter interest. He then 
used his voting power to reduce the rental 
to £40 per year. 

Dividends out of Capital. Up to this 
time the idea that the capital was a fund 
that must be kept intact was unknown. 
Dividends were frequently paid out of capi- 
tal, each shareholder receiving a return in 
proportion to his holdings. The sharehold- 
ers of the Mineral and Battery Works, 
nevertheless, left the earnings in the busi- 
ness and the company was able to finance 
its expansion out of profits. 

Following the defeat of the Armada in 
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1588 there was a serious trade depression 
until 1603. In 1598 the Russia Company 
again proved unfortunate and suffered 
heavy losses in trade and ships. In 1600 a 
group of its members formed the East 
India Company, the capital coming largely 
from Drake’s privateering in his voyage 
around the world. The East India Com- 
pany yielded large profits and the Russia 
Company again proved successful chiefly 
in its whaling voyages. Trade with Africa 
was reopened and during the period from 
1603-1620 there was a marked revival of 
overseas commerce and many new compan- 
ies came into existence. Two Virginia com- 
panies were granted charters in 1606, and 
in 1619 a company was formed to trade 
with and occupy Guiana. In 1620 a New 
England company received its charter, and 
in 1621 the Nova Scotia venture was be- 
gun. In the period from 1609-1613 the 
East India Company yielded a profit of 
234 per cent, while the Russia Company 
earned ninety per cent annually in the years 
1611 and 1612. 


THE LIMITED LIABILITY COMPANY EMERGING 


From the foundation of the East India 
Company, the word “company” was invari- 
ably attached to the name of the body es- 
tablished, and the word and idea of “so- 
ciety” gave way to it. The full title of the 
East India Company was “The Governor 
and Company of Merchants of London 
trading into the East Indies.” In the newly 
organized Africa Company incorporated in 
1618, there was a governor, a deputy- 
governor, and twelve directors, the use of 
the term “director” appearing in the char- 
ter, for the first time. The East India Com- 
pany required new members to pay a pre- 
mium in addition to the agreed price, “a 
certain sum for his freedom.” 

Capital in the East India Company for 
each voyage was distinct although in some 
cases merged. The sums paid in by the 
shareholders for the first voyage in 1601 
were consolidated with those who “adven- 
tured” in the second in 1608. In 1608 a new 
method was adopted by which subscrip- 
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tions extended over four years and in 1617 
“the Second Joint Stock was to last for 
eight years.”’ Companies formed to develop 
industries, however, had permanent capital. 

The original plan of making calls on 
shares confined membership to the wealthy. 
Therefore, two methods were adopted of 
attracting the small investor, that of divid- 
ing the shares, and that of admitting 
‘““under-adventurers,” the smaller investor 
purchasing a part of a member’s share. 

Par Valwe Shares. In the case of the 
East India Company shares of fixed or 
nominal value were first introduced. There 
was, however, considerable latitude in the 
number of shares issued and the amount 
increased from £250 each on the first voy- 
age to £550 on later voyages. A Virginia 
company issued two classes of shares, 
“great” shares for £12.10s., and “half” 
shares for £6.5s. The New England Com- 
pany also had two classes of shares, one 
with a par value of £110 each, the proceeds 
of which were used to finance exploration 
trips, and another class of £50 each, the 
proceeds of which were used to develop the 
fishing industry. In 1618, East India Com- 
pany adventurers subscribed for shares of 
£400 each payable in four equal annual 
payments. Some persons were thus proprie- 
tors of the thirteenth, fourteenth, fifteenth, 
and sixteenth voyages, each of which had a 
distinct capital on which a division of 
profits and capital was made. No distinc- 
tion was made, however, between capital 
and profit. 

Use of the Word “Capital.” Certain 
East India merchants and Venetian mer- 
chants became associated in a company 
organized to trade in the Levant. As a re- 
sult the system of bookkeeping used in Italy 
was introduced into England and with its 
introduction the term “capital” seemed 
also to have been adopted. So that a correct 
accounting might be given for each voy- 
age, the investment in each was considered 
as “a capital.” In 1628, a record was made 
on the books of one of the Virginia com- 
panies of the distribution of “half a capital 
of the first year’s adventure.” 


Public Subscription. As early as 1615 
shares were offered for public subscription, 
in many cases by auction. The governor 
and committees of the East India Company 
ordered that £200 paid up on the first joint 
stock should be auctioned “whereby they 
may better know the worth of their adven- 
turers, which will give a good reputation to 
the voyage, if it shall be sold.” 

Voting Rights. In 1620 rules were first 
made to determine the relation of votes to 
shares. The East India and Virginia com- 
panies decided matters by show of hands 
of persons present, whereas a resolution 
of the Mines Royal declared “the voice of 
everyone having a quarter part is to be 
held of as great account as the voices of 
two others, having but half-quarter parts 
apiece, to be esteemed as so many several 
persons having but a half-quarter apiece.” 
The Mineral and Battery Works Company 
required a quorum of twelve shareholders. 

Limitation of Liability. In the Fishery 
Society, a subsidiary of the East India 
Company, a heavy loss had occurred in 
1633 and 1634 and it was resolved that 
further capital subscribed should be ex- 
empt from any liability for this deficit. 
Again in the Mosquito Island Company it 
was agreed that any member who had paid 
calls up to £1,000 a share might elect “not 
to go fartl.er” in which case he would be 
free from turther calls. 

Voting by Ballot Abolished. In 1629 the 
East India Company established the prac- 
tice of voting by ballot, whereby the voting 
right of each holding was made equal. 
Mines Royal and Mineral and Battery 
Works shareholders voted in proportion 
to shares owned. In 1637, King Charles I 
had recommended the shareholders of the 
Merchant Adventurers to choose one Ed- 
ward Messaldin as its deputy at Rotter- 
dam. The members in a vote by ballot re- 
fused to accept the nomination whereupon 
the king in council ordered that in future 
no company should use the ballot box in the 
conduct of business. 

Free Access to Books Refused. After 
the amalgamation of the Persian voyages 
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with the third voyage of the East India 
Company had been approved by a general 
court, a motion was made for the appoint- 
ment of a committee of inspection. The 
governor refused to put the motion to the 
meeting or to record it on the minutes. It 
was found that owing to the factious na- 
ture of the opposition, shareholders had 
copied accounts and documents and made 
ill use of them by divulging secrets of the 
company. It was therefore resolved that 
in future no one should be permitted to 
read or copy documents without the con- 
sent of the committees. 

Limited Liability. In 1662 an Act of 
Parliament was passed enacting “that Sub- 
scribers to the East India, Africa, and 
Fishery companies should not pro tanto 
be subject to the law of bankruptcy, in the 
event of losses being incurred by any one 
of the companies named.” This reduced the 
liability of the shareholders to the amount 
unpaid on their shares, a distinct advan- 
tage over unincorporated companies and 
syndicates. 

Permanent Capital. The capital sub- 
scribed by shareholders of the East India 
Company in 1658 had been adventured for 
seven years only and therefore its affairs 
should have been closed in 1665. Their bal- 
ance sheet in 1664 showed net assets of 
180 per cent and a dividend of forty per 
cent was actually declared payable in Au- 
gust 1665, yet the stock, cum dividend, was 
selling at only seventy per cent of the 
amount paid. Had the stock been wound 
up it would have been very difficult if not 
impossible to secure new capital and the 
court decided that the stock should be made 
permanent. 

Prospectus. In Scotland in 1681 a cloth 
manufacturing company was founded at 
New Mills in Haddingtonshire. The man- 
agement of this and other Scotch companies 
was assigned to a group of persons cor- 
responding to our directors of today al- 
though they were described as managers. 
At its formation a memorial or prospectus 
was circulated which fixed the share capital 
at £5,000 and elaborate calculations were 


submitted to show how a profit of twenty- 
five per cent on the capital was anticipated. 
None but “actual trading merchants” 
might become shareholders. Costs of cloth 
were learned and profit added to yield in- 
come on the capital of the company. Bales 
were then distributed among the members 
by lot at the prices arrived at. The share- 
holders were really a regulated company 
as retailers and a joint stock one as manu- 
facturers. No dividend was to be paid for 
three years and then only five per cent for 
three years. After seven years shareholders 
were allowed to withdraw the capital they 
had subscribed. 

Stock Dividend. In 1682 the East India 
Company doubled its capital. The nominal 
capital consisted of stock on which fifty 
per cent had been paid up. The company 
had built up a large reserve fund out of 
earnings, but up to this time no distribu- 
tion of bonus shares had been made from a 
reserve fund. Instead of declaring a 100 
per cent cash dividend the court decided 
to extinguish the liability for the fifty per 
cent unpaid, thus virtually declaring a 100 
per cent stock dividend. 

Stock Quotations Published. During the 
latter part of the seventeenth century the 
growth of industry became quite marked 
and in 1692 John Houghton began to cir- 
culate a newspaper, intended to record the 
industrial progress of the time. In this he 
published current quotations of the shares 
of companies, and in May, 1694, his news- 
paper showed the listing of the shares of 
some fifty-two companies. These companies 
were of three general classes: incorporated 
by charter, incorporated by patent, and 
incorporated without charter or patent. It 
is recorded that by 1695 dealings were tak- 
ing place in the shares of no less than 187 
joint stock companies. In addition to the 
activities already mentioned, companies at 
this time were engaged in such undertak- 
ings as sawmills, stage-coach lines, and in- 
dustries manufacturing whalebone whips, 
leather goods, powder, glass, paper, 
broadcloth, wool-cards, sail cloth, ropes, 
cordage, sugar, rum, and soap. 
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Smaller Par Value of Shares. Shares 
were now issued with a nominal value and 
those issued after 1688 were of smaller 
amount, and the number increased. 

Calls and Forfeiture. Owing to the scarc- 
ity of capital it was found impossible to 
secure full payment at the time of sub- 
scription. On the whole shareholders were 
dilatory and in many cases paid only 
under pressure. In the charters of the 
Sword Blade Company and of a copper 
mining company incorporated in 1690 a 
clause first appeared rendering shares on 
which calls were in arrears liable to for- 
feiture. 

Directors Fees. In many cases the direc- 
tors received no fixed fees. In the Bank of 
England the directors “submitted them- 
selves wholly to what the generality al- 
lowed them.” In other companies the fee 
was based on attendance at meetings the 
amount varying from 2s.6d to £1 per meet- 
ing. In the New Mills Company each man- 
ager received £12 per year. 

Fines were also imposed for lack of 
punctuality and in some cases particulars 
were stated as to “the clock by which the 
degree of lateness should be decided.” 

Stock Exchange. In the period 1690-95 
stock exchange dealings were first devel- 
oped. Time bargains were entered into, op- 
tions were purchased, and fluctuations were 
quite as marked as today. Brokers’ fees 
were fixed at 5s per share. In 1690 an Eng- 
lish linen company issued its shares at £10 
and in the following year a second allotment 
was made at £50 per share. In 1692 quota- 
tions of this stock declined from £42 to 
£29. Shares in Welsh copper in 1694 were 
£32 and in 1695 only £10. Bonus shares 
of a linen corporation were divided to the 
shareholders of the parent concern by ar- 
rangement with the founder of the original 
company. This practice resulted in inves- 
tors anticipating such practice and bid- 
ding heavily for shares of companies likely 
to follow the practice. 

Original Objects of Company. A com- 
pany incorporated as The Mine Adventur- 
ers Company had been fairly successful 


and its shares remained steady even during 
the crisis of 1697. In 1698 Sir Humphrey 
Mackworth formed a syndicate which pro- 
posed to buy out the existing shareholders 
on behalf of a new company. They might 
sell their shares for cash at £20 per share 
or convert them into so-called bonds of the 
new undertaking. These bonds were then 
drawn not for repayment but as tickets in 
a lottery where the prizes were shares in 
the new company. The bonds were entitled 
to a fixed dividend of six per cent and to 
repayment of the principal, while the shares 
were entitled to the remaining profits. The 
effect of this arrangement was to increase 
a capital valued at £9,600 in the market 
of 1697, to one of £205,160 nominal, and 
this was augmented by a further issue of 
shares. A charter was granted in 1704 and 
to aid in its financing it was decided to set 
up a banking business and to make a fur- 
ther issue of shares. Calls were not 
promptly paid and in 1706, the subscrib- 
ers’ accounts stood at £20,550. 

The confidence of the public was held 
until 1707 when signs of mismanagement 
became apparent. The deed to give au- 
thority to establish the bank “had been 
mutilated, orders were issued to keep the 
accountant’s office locked and no person 
was allowed to inspect books without an 
order of the court.” The creditors of the 
bank pressed urgently for their money and 
accusations of fraudulent management be- 
came general. They applied to Parliament, 
and for redress the House of Commons or- 
dered an inquiry. In 1711 an act was 
passed declaring all shares other than the 
original as illegal, and members who paid 
the whole or part were to be declared credi- 
tors. 

Joint Stock Company Comes into Dis- 
repute. Joint stock companies were formed 
in great numbers about this time and by 
1720 the capital of such companies in Eng- 
land reached an aggregate of £50,000,000, 
which represented thirteen per cent of the 
entire national wealth. 

The climax of the situation was reached 
in the failure of the South Sea Company 
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whose affairs were so closely related to the 
fnances of the state. At the time of its 
collapse it possessed control of funds equal 
to the whole trading wealth of the country. 

Joint stock companies now came to be 
regarded with strong disfavor and about 
this time The Bubble Act was passed, de- 
claring such companies to be common nuis- 
ances and indictable as such. 

This act was not formally repealed until 
1825, but in the meantime it proved quite 
ineffectual to check the growth of joint 
stock companies. The government found 
that such companies had to be tolerated, 
and resorted to a wiser course of regulating 
what it could not repress. One of the great 
evils of this type of company arose from 
the fact that it was unincorporated. Such 
companies were formed of large groups of 
individuals, and a person dealing with them 
did not know with whom he was contracting 
or whom to sue. 


THE COMPANIES ACTS 

In 1833 the crown was empowered to 
grant to companies by letters patent the 
privilege of suing and being sued by a pub- 
lic officer. In 1844 companies, with a few 
exceptions, were enabled to receive a certi- 
ficate of incorporation without applying 


for a charter. By The Companies Act of 
1862 all associations of more than twenty 
persons were prohibited from carrying on 
business without registering under that act. 

The most important of the joint stock 
companies, the East India Company, was 
finally dissolved in 1874. The Africa Com- 
pany ceased to exist by an act of 1821. By 
an act of 1870 the Hudson Bay Company 
was still to trade in its corporate capacity, 
and to be paid £800,000 by the Canadian 
Government for its franchise. The South 
Sea Company was deprived of its exclusive 
privileges in 1815. 

“The real vitality of the joint stock 
enterprise lay in the cooperative princi- 
ple, and the natural growth and expansion 
of this fruitful principle was checked until 
the middle of the nineteenth century by the 
notorious risks attached to unlimited lia- 
bility. Failures like those of Overand and 
Gurney and of the Glasgow Bank caused 
widespread misery and alarm.” 

The Companies Consolidation Act of 
1908 replaces the Companies Act of 1862 
and authorizes the formation of three 
classes of companies, viz., 

(1) Companies limited by guarantee. 

(2) Companies with limited liability. 

(8) Companies with unlimited liability. 
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UNITY IN ACCOUNTING THEORY 


DR Scorr 


HE CONFLICT between the functional 
and formal viewpoints is an issue of 
long standing in accounting discus- 
sions. It has been evident in successive con- 
troversies over the counting of profits on 
credit sales, the general use of an accrual 
basis in accounts, the treatment of depre- 
ciation as an operating cost and in other 
contested developments in accounting 
theory and practice. It is present now in 
arguments over the valuation of assets, as 
for example, their valuation for deprecia- 
tion. That there should be suggestions of a 
compromise or truce in this conflict is not 
at all surprising. In the 1929 International 
Congress of Accountants and again in 
the meetings of The American Association 
of University Instructors in Accounting 
in 1929, the idea was advanced that bal- 
ance sheets for different purposes should 
be based upon different principles of valu- 
ation; that accounting serves not one but 
many ends. These suggestions contained the 
implied conclusion that accountants might 
best busy themselves with the task of mak- 
ing accounts serve those various ends ef- 
fectively. 

Such an indeterminate and eclectic point 
of view raises the question whether there 
is any fundamental unity in accounting 
theory. Is there such unity? And if so, 
what is its basis? 

The history of accounting has been one 
of changing purposes. And those purposes 
unquestionably are more varied now than 
ever before. Any unity to which they may 
be subordinate is not to be discovered by 
considering them alone either as a group or 
individually in detail. It is to be found 
rather by a broader consideration of the 
economic and social organization in which 
accounting serves its manifold purposes. 

For the teacher of accounting the logi- 
cal approach to this problem is through 
the business school in which the teaching of 
accounting is centered. 


In a certain sense the business school 
was created de novo. When schools of law 
and medicine were established they had 
back of them long histories of professional 
traditions and professional training by 
other means. The business school had no 
such background. It had to be grafted in 
some fashion upon roots leading back into 
the past. But it is not to be thought of 
as a product of those roots any more than 
budded fruit is the product of the root 
stalk upon which the grafting is made to 
produce it. 

The principal root stems which the or- 
ganizers of business schools have utilized 
have been preéxisting departments of eco- 
nomics in the arts college and the old time 
business college, a trade school. Most busi- 
ness schools have drawn to a greater or 
less extent from both sources and they are 
to be classified according to the emphasis 
which they place upon the traditions of 
the one type of training or the other. 

However, the purposes of a study of 
business are not served by either or both 
the business college and traditional courses 
in economics. A brief consideration of busi- 
ness enterprise and its development will 
make the reasons for this clear. 

In modern times prior to the industrial 
revolution, business enterprise was in the 
hands of merchants or trading companies. 
Under the putting out system, which pre- 
vailed in England for 200 years prior to 
the industrial revolution, merchants ex- 
tended their control over the production of 
staple goods. They already were providing 
transportation as an incidental part of 
their trading operations. 

After the industrial revolution there was 
typically a subdivision of enterprise, or 
specialization within one or another of the 
fields of manufacturing, transportation, 
finance, or merchandising. This tendency 
toward specialization arose from the pres- 
sure for more efficient operations, that is 
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from competitive pressure toward expert 
management. In recent times, with the de- 
velopment of more effective organization 
for control and more effective tools of ad- 
ministration, we have encountered a tend- 
ency toward reintegration; that is, man- 
agement covering several or all of the above 
fields. 

The development of modern business en- 
terprise shows also a second form of spe- 
cialization which is even more important 
than the foregoing developments for our 
purposes here. It is a differentiation be- 
tween administration and promotion. 

Promotion is concerned with the estab- 
lishment of new business enterprises, or, 
what is more significent, the reorganiza- 
tion and realignment of old ones. It is es- 
sentially dynamic in character. Administra- 
tion on the other hand is the more or less 
routine management of enterprises which 
already are established. These two func- 
tions have been differentiated clearly in 
spite of the fact that they have not been 
separated entirely in practice. A class of 
professional promoters has arisen and cer- 
tain banking institutions have come to play 
the réle of super promoters. 

The promotion activities of business men 
have become so prominent in the last gen- 
eration that some writers have made them 
synonymous with business enterprise. Veb- 
len, for example, wrote as if turning ad- 
ministration over to hired managers re- 
moved it from the realm of business enter- 
prise. Whether it does do so or not de- 
pends entirely upon the content allotted 
to the term business enterprise. Clearly, 
however, the business school must include 
administration as well as also promotion 
in the scope of its instruction. 

We sometimes hear the statement nowa- 
days that business is becoming a science. 
This statement obviously refers to admin- 
istration rather than to promotion, for 
promotion is much less standardized. Ad- 
ministrative management involves the co- 
ordination of many factors within the en- 
terprise in question and at the same time 
an adjustment of operations to factors out- 


side the operating unit. The details of tech- 
nical equipment and operations and the 
character of labor utilized will vary great- 
ly from one type of enterprise to another. 
However, there are fundamental principles 
underlying all these and other detailed 
variations and it is upon such an underly- 
ing common foundation that professional 
or scientific management must rest. 

Management is actually coming to rest 
more and more upon a comprehensive un- 
derstanding of principles and an intelligent 
interpretation of relevant facts. As a re- 
sult, arbitrary, personal and inspired de- 
cisions, or hunches, are being eliminated. 
Sometimes the management of an industrial 
enterprise must decide between two possible 
raw materials for a given product. When 
all the relevant facts have been presented 
and interpreted, the final decision is apt to 
be as impersonal as the application of ele- 
mentary arithmetic. 

We have in the School of Business and 
Public Adininistration of the University of 
Missouri a course dealing with the utiliza- 
tion of accounts and statistics in manage- 
ment. The burden of this course runs to the 
effect that it is the fundamental function 
of accounts and statistics to so analyze and 
present the facts that the decisions of the 
management will be automatic. Instead of 
presenting accounts and statistics as tools 
through which management controls opera- 
tions under its authority, this course pre- 
sents them as means through which the 
management is itself controlled by the 
facts. This ideal for management is pre- 
cisely the same as that of the practitioner 
of medicine who seeks to rest his diagnosis 
and prescription upon conclusive objective 
evidence. 

If we accept the implications of the fore- 
going discussion, we cannot escape the con- 
clusion that business administration is ac- 
tually coming to rest upon a scientific 
foundation. But what about the promotion 
function in business? 

Promotion, also, is a process of adjust- 
ment and coérdination. It coérdinates dif- 
ferent lines of economic activity and helps 
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to adjust them to the non-economic activi- 
ties with which they are associated. It is 
under the guidance of promotional activi- 
ties that the development of economic in- 
stitutions takes place. If we adopt a sci- 
entific attitude toward social phenomena, 
we must assume that such adjustments also 
are to be explained upon the basis of sci- 
entific generalizations. Hence the only req- 
uisite needed to make promotion an ad- 
ministration of the development of eco- 
nomic institutions is increased knowledge. 
This affords a conception of administration 
which is much broader than the manage- 
ment of an individual business unit. It is 
still, nevertheless, a process of administra- 
tion. It promises to become what has been 
called in the law, social engineering. In 
point of fact this change already has taken 
place in part. In some fields of enterprise 
we already have developed administrative 
agencies to take the place of unbridled 
competitive promotion. For illustration, 
the current organization of our banking 
system and commissions for the regulation 
of public utilities are two outstanding ex- 
amples. 

Let me in passing remind you also that 
many who are working in the social sciences 
now are agreed that we are confronted by 
the necessity of making fundamental revi- 
sions of our economic, political, legal, and 
other social institutions. The recognition 
of a problem running in such terms is a 
first approach to its rational solution. And 
the solution of such a problem creates a 
conception of administration much broader 
even than economic organization. 

We are not here interested in the gen- 
eral problem of social organization. We 
cannot, however, make any adequate ap- 
praisal of accounting technique and func- 
tions without a consideration of the evolu- 
tion of business and economic administra- 
tion. The following suggestions are to be 
interpreted in the light of the fact that 
not only accounting technique and theory, 
but economic institutions as well, are in 
process of development. 


SIGNIFICANCE OF BUDGETING FOR 
ACCOUNTING 

Budgeting has become standard practice 
in business management. It may show it- 
self under the guise of estimates, programs, 
schedules, quotas, or some other similar 
label, but its essential character is in all 
cases the same. We have become accustomed 
to the budgeting of purchase require- 
ments, sales, labor requirements, financial 
operations, and all sorts of incomes and ex- 
penses. The current tendency is very 
strongly in the direction of more complete 
and circumstantial advance planning of all 
aspects of business activities. Some large 
enterprises budget even the sales of their 
competitors as well as their own. 

This increasing emphasis upon foresight 
in management implies an increasing abil- 
ity of management to forecast future op- 
erations. The management of a certain 
large industrial enterprise sets for itself 
the standard of predicting the sales of its 
well-established products for a year in ad- 
vance within a margin of error of two per 
cent. Two years ago the sales of two com- 
paratively new products of this company 
exceeded the expectations of the manage 
ment by more than 100 per cent. You may 
be sure, however, that it never occurred to 
the management that it should therefore 
refrain from preparing budgets for the fol- 
lowing year covering the two items in ques- 
tion. In the matter of budgeting this com- 
pany, like business management generally, 
has learned to do by doing. 

The significance of this trend in manage- 
ment, it seems to me, has never been ade- 
quately recognized either by economists or 
accountants. The forecasting which has 
come to be a routine of administration is of 
immensely greater economic significance 
than the much advertised business forecast- 
ing which is associated with stock market 
prices. 

We are all accustomed to the presenta- 
tion of accounts as a tool of management. 
Accounting adjustments are shaped by 
legal and accounting principles which pro- 
tect all of the various equities in the enter- 
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prise. This consideration of all equities 
gives accounting the aspect of a survey of 
the entire business and it is this character- 
istic which has identified the viewpoint of 
accounting with that of management and 
has made accounts an effective tool. 
However, there has been a strong tradi- 
tional view in accounting holding it to be 
essentially a record of past financial facts 
and a present summary based upon such a 
record. Not infrequently the categorical 
statement is made that accounting does 
not reach beyond the present; that the ac- 
countant, in short, must relinquish prophe- 
sying to astrologers, crystal gazers and 
statisticians. Such a view brings squarely 
to issue the question whether the viewpoints 
of management and accounting shall part 
company, for to the foregoing list of 
prophets must be added the budget-making 
manager ; and management has no choice in 
the matter. Modern industrial and business 
organization, arising out of the widespread 
use of mass production methods based upon 
scientific knowledge and machine processes, 
has forced upon its management the réle 
of prophet. Forecasting by business man- 
agement rests, and must rest, upon records 
of past experience. Management must pre- 
dict with reference to all kinds of incomes 
and expenses. It therefore becomes a matter 
of great importance that records of such 
incomes and expenses should be kept in 
such a way as will best further the pre- 
diction which will be based upon them. We 
have all learned in economics, even though 
we may have forgotten it in accounting, 
that the values of all assets rest upon the 
future services they will render rather than 
upon their past history. As business man- 
agement develops its technique of forecast- 
ing and acquires a balanced outlook upon 
past and future operations, it is bound to 
find that balance sheets prepared under 
the guidance of that balanced viewpoint 
will be more trustworthy, accurate, and 
useful than balance sheets based upon a 
backward or historical viewpoint. The logic 
of the present situation indicates that if 
the traditional viewpoint of accounts is 


preserved, if accountants refuse to adjust 
their viewpoint to the changing viewpoint 
of management, accounts will be sup- 
planted by a system of records which will 
serve the functions now served by account- 
ing as a subordinate part of its réle in 
business administration. In other words, if 
accounting does not fundamentally re- 
adjust itself to a new economic situation, 
it bids fair to become a vestigial appendage 
in business organization. And business does 
not long preserve such appendages. Ac- 
counting, both as a body of theory and 
as a system of technique, must make the 
adjustment here outlined if it is to continue 
to play the significant réle which it has 
made for itself in economic organization. 


A FUNCTIONAL SYSTEM OF ACCOUNTS 


But even when we accept the foregoing 
argument as conclusive, there remains the 
practical problem of working out the pro- 
posed adjustment in concrete and realistic 
terms. A solution to this problem here pro- 
posed is a frank abandonment of the formal 
and traditional viewpoint with respect to 
both technique and theory and the build- 
ing up of a thoroughly functionalized sys- 
tem of accounts. 

We are all familiar with the conception 
of an accounting system as a pyramid rest- 
ing upon the various forms in which ac- 
tual business operations are given expres- 
sion. On this foundation the accounting 
pyramid rises through the accounting 
processes of journalization, posting, and 
closing the ledger to the final accounting 
summaries, the balance sheet and income 
statement. It has been the two-fold task 
of accountants to preserve this all but sac- 
red structure and at the same time to make 
it as useful as possible. The second part 
of this task may be summarized as an effort 
to make the accounting summary an accu- 
rate and realistic appraisal of the business 
enterprise and its operations. Perhaps we 
should be more precise and say it has been 
an effort to make the picture as accurate 
and realistic as might be consistent with 
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the preservation of the accounting struc- 
ture itself. 

The conflict between these two aspects 
of the accountant’s task is no academic 
illusion. When depreciation was accepted 
as an operating cost, it was to many ac- 
countants a profaning of the sacred struc- 
ture. When some accountants proposed to 
treat interest as a manufacturing cost they 
were opposed by most of the profession. 
The opposition was not based upon any 
claim that such interest was not a com- 
petitive cost which must be taken into ac- 
count by the management. The opposition 
rested rather upon the ground that the ac- 
counting processes of the traditional sys- 
tem afforded no adequate basis for the 
treatment of such a cost in the accounts. 

With respect to intangible assets ac- 
counting still exhibits a pitiful and con- 
fessed incompetence. Rules which have been 
developed for handling them mean nothing 
except that accounting cannot account for 
them and that when recognition of them 
cannot be avoided they should be expunged 
from the record as quickly as financial con- 
venience will permit. 

The symmetry of the accounting struc- 
ture and its apparent unity and complete- 
ness have been a very great handicap. Like 
economic theory, accounting has suffered 
seriously as a result of the perfection of 
its system. Its development and adapta- 
tion to changed economic conditions have 
been greatly retarded thereby. This state- 
ment is made in extenuation of the per- 
petuation of the traditional accounting 
structure rather than in condemnation of 
it. If we have continued to think about the 
accounting system in terms which were 
shaped by the needs of the old-fashioned 
storekeeper, it has been in fear of that dis- 
integration which follows, in all spheres of 
social organization, the abandonment of 
old rules of action before new ones are de- 
veloped to take their place. The usefulness 
of the system as a whole has been more 
significant, of course, than its detailed 
functions. The resistance to fundamental 
developments in technique and theory has 


rested upon this principle. However, 
adaptation must come and the greater the 
resistance to it has been, the greater must 
be the change when it does come. 

Progress in each of the various sciences 
has been characterized by a continual re- 
statement of its various problems. As 
knowledge has increased, old problems typi- 
cally have broken up into a larger num- 
ber of new problems. At the same time gen- 
eral principles have been reformulated to 
take account of work in the larger variety 
of fields of specialization. This diversity 
of scientific efforts has not merely created 
new problems and solved them. It has estab- 
lished many borderline fields of research 
and has actually drawn the different sci- 
ences closer together. 

The processes of technological produc- 
tion and the problems of business adminis- 
tration have been broken up and reorgan- 
ized in ways not unlike the development of 
the sciences. Accounting processes have not 
gone through any such evolution, although 
some analogous development is unavoidable 
if we are to have any science of accounts 
worthy of the name. 

We have continued too long trying to 
adapt the accounting system as a whole to 
the changing needs of business administra- 
tion. Business management does not need 
balance sheets in which assets are presented 
uniformly according to some rule of thumb 
formula like cost or market, whichever is 
the lower. It needs rather balance sheets 
in which each item rests upon such records 
and such rules of procedure as will render 
that item as accurate as it can be made. 
Assets are utilized under such varying con- 
ditions that no one set of rules of pro- 
cedure can be applied to all of them so as 
to afford anything better than crude and 
approximate results. Similar statements 
can be made with reference to liabilities, 
incomes, and expenses. If accounting is to 
render service in accordance with the con- 
stantly more exacting demands of manage- 
ment, it must decentralize its problems with 
respect to both technique and theory. For 
example the accounting for machinery of 


an in 
probl 
side 1 
syste 
lem i 
of su 
agem 
lar ¢ 
reco 
oper 
tions 
basis 
age 
Ane 
a sy’ 
accu 
syste 
gi 

be s 
the 
men 
tive 
wou 
tion 
mid 
the 
anc 
pre 
bect 
the 
fere 
sto 
vie 
ma 
mo 
cre 
val 
wh 
the 

te 

is 
rec 
de 
on 
in 
ni 


an industrial enterprise must be made a 
problem in its own right and not a mere 
side issue in the application of a larger 
system of technique. Attacking the prob- 
lem independently will involve the keeping 
of such records as will best aid the man- 
agement in its utilization of this particu- 
lar asset, including, among other things, 
records as to repairs, replacements, and 
operating costs. One of the primary func- 
tions of such records will be to afford a 
basis for foresight on the part of the man- 
agement relative to the use of machinery. 
An evaluation of the asset based upon such 
a system of records inevitably will be more 
accurate than one based upon a single 
system and one set of rules for all assets. 

Similar independent systems might well 
be suggested for many other items in both 
the balance sheet and the operating state- 
ment. The frank adoption of such rela- 
tively independent or separate systems 
would mean a distinct break with tradi- 
tional ideology. The conception of a pyra- 
mid would become applicable to each of 
the special systems heading up into a bal- 
ance sheet or operating account and the 
preparation of summary statements would 
become essentially a process of assembling 
the peaks or summary results of the dif- 
ferent systems. 

Such a decentralized system would re- 
store to accounting the coincidence of its 
viewpoint with that of management. By 
making the items of summary statements 
more accurate, it would very greatly in- 
crease the usefulness to the management of 
various financial and operating ratios 
which now are vitiated by the crudity of 
the accounting processes by which their 
terms are set up. 

In the opinion of the writer, management 
is bound to adopt some such system of 
records and if the accountants decline to 
devise a system to meet the situation, some- 
one else will. 

SUMMARY 


_ The accountant who looks upon account- 
Ing as a relatively finished system of tech- 
nique and a relatively complete body of 


Unity in Accounting Theory 111 


theory has his face turned to the past 
rather than to the future. He is as far out 
of touch with the actual situation in which 
we live as the economic theorist who makes 
the economic man the cornerstone of a 
supposedly universal system. 

As business administration becomes more 
professional and scientific, the relationship 
which has in the past prevailed between 
management and accounts places a two- 
fold burden upon accounting. It is expected 
to continue its function as a tool of con- 
trol and at the same time it is called upon 
to furnish management both the facts and 
the principles upon which scientific admin- 
istration must rest. In meeting the latter 
requirement it becomes essentially a sci- 
entific methodology. As such its réle is to 
afford a basis for the codrdination of busi- 
ness administration with the current 
scheme of economic and social organiza- 
tion. 

This discussion has dealt with poten- 
tialities of accounting development rather 
than with so-called actualities. It has been 
argued that accounts must be readjusted 
to a new viewpoint of management and that 
in order to effect such a readjustment fun- 
damental changes of technique and rules 
of procedure are necessary. It has been sug- 
gested that the result desired may be ob- 
tained by a decentralization of accounting 
problems and a thorough functionalization 
of the accounting system. 

With our present knowledge of social 
phenomena, one would be rash indeed to 
insist that particular developments like 
those here suggested, must take place. 
There are some things, however, upon 
which we can depend with definite assur- 
ance. Accounting, like all other institution- 
alized practices, must adjust itself to a 
changing environment if it is to survive. 
Even if we believe that social changes take 
place according to laws which are as in- 
exorable as those of physics, we still must 
take cognizance of the fact that within 
the process particular developments are 
dependent upon the foresight of men whose 
actions shape the evolution of institutions. 
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So the accounting technique and theory 
of the future, and the future réle of ac- 
counts in economic organization, are de- 
pendent upon the vision or lack of vision 
displayed by practitioners and teachers of 
accounting. The modern machine age in in- 
dustrial and business organization has com- 
pelled management to plan its operations in 
advance in a painstaking scientific manner. 
In such a situation, those who teach and 
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practice accounting cannot render effee- 
tive service unless they are at least as fore 
sighted as is the management of a business 
enterprise. 

And, finally, unity in accounting theory 
is not a matter of isolated self sufficiency, 
It is rather a matter of codrdination or 
unity with the current social organization, 
especially the economic and legal aspects of 
that organization. 
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THE TEACHING OF COST ACCOUNTING 


G. H. NEwLove 


po lack available cost in- 
W formation. The flood of cost ac- 

counting literature pouring from 
the presses keeps us embarrassed both 
mentally and financially. We do, however, 
lack any uniformity of opinion as to what 
the cost accounting course should contain 
and as to what teaching methods should 
be used in presenting the course. 

In some schools the cost course is mainly 
engineering, in others it is primarily man- 
agement, and in still others it is devoted 
entirely to accounting techniques. At the 
University of ‘Texas we weight the account- 
ing, management and engineering aspects 
of the subject in the ratio 12:8:1. 

The following questions and answers are 
intended as starting points in determining 
the proper contents of the cost accounting 
course and the correct teaching methods 
which should be used in its presentation. 
The questions and answers assume cost ac- 
counting to be a three-hour, two-semester 
course. 

1. What future use will students make of 
cost accounting? 

During the last ten years I have made a 
practice of asking my cost accounting stu- 
dents whether or not they expected to work 
in a factory after graduating. Less than 
five per cent replied in the affirmative. This 
percentage is all the more important be- 
cause most of my students have been resi- 
dents of Washington and Baltimore. There- 
fore, it can be stated that the main pur- 
pose of the Cost Accounting course is not 
to directly prepare students for future 
work in factories. 

The indirect uses the students will make 
of cost accounting seem to be the chief 
reasons for giving the course. All students 
will use the ideas that are given of: 

a. Accounting controls 

b. Systems of internal check 

c. Computing costs according to suit- 

able bases 


d. Departmentalization of expenses 

e. Detailed interlocking of paper work 

f. Adaptation of paper work and ac- 

counting routine to meet local com- 
pany’s condition 

g. Preparation and use of budgets 

h. Use of budgetary reserves 

i. Preparation and use of accounting re- 

ports. 

Of course, these ideas are presented in 
other accounting courses, but no one 
course emphasizes these concepts as satis- 
factorily as does cost accounting. 

2. What has been the previous prepara- 
tion of cost students? 

All but two’ of the available cost ac- 
counting text books presup}yose one year’s 
work in elementary account‘ng. Under or- 
dinary conditions, this prerequisite seems 
wise as it enables the cost course to delve 
deeper into the intricacies of the subject. 

As cost accounting does not involve the 
problems concerning shares of stock, bonds, 
dividends, etc., the cost course may well be 
arranged to be taken at the same time as 
the second course in financial accounting. 
This arrangement gives the student major- 
ing in accounting the cost accounting back- 
ground he will need while studying Audit- 
ing, and the other professional accounting 
courses. 

As less than three per cent of my cost 
accounting students have ever worked in 
a factory, I believe that the course should 
be founded on the assumption that the 
members of the class possess a knowledge 
of only elementary accounting and have 
no acquaintance at all with the factory 
techniques and procedures. 

3. What is the relationship between Cost 
Accounting and Specialized Accounting 
and System Building? 

Cost Accounting seems to be a general 


1 Bangs, Industrial Accounting for Executives. 
Reitell and Van Sickle, Cost Finding for En- 
gineers, 
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course which should precede Specialized 
Accounting and System Building. The il- 
lustrations in Cost Accounting should be 
taken from specific industries, yet Cost Ac- 
counting should always be held as a gen- 
eral course rather than the study of the 
cost techniques of a special industry. 

Schools giving only a three-hour, one- 
semester course in Cost Accounting may 
well pay special attention to manufactur- 
ing concerns in their courses on Specialized 
Accounting and System Building. 

4. How much attention should be given 
to factory management? 

While Cest Accounting should lead di- 
rectly to the Factory Management course, 
we believe that it should stress the account- 
ing involved and merely mention the man- 
agerial aspects of the subjects covered un- 
til the different cost techniques have been 
fully developed. We end our course with 
a three weeks’ study on the following sub- 
jects: 

Cost Accounting and the Budget 

Cost Reports for Executives 

Managerial Control Through Costs 

The ultimate goal of all cost accounting 
is, of course, managerial efficiency. Yet it 
seems sound pedagogics to arrange the 
cost accounting course so that the new ma- 
terial will be studied in approximately the 
following order: 

a. Simple general ledger to show the dif- 
ference between the accounts under a 
cost and a non-cost system. 

. General ledger adequate for an ordi- 
nary manufacturing concern. 

. Usual books of original entry. 

. Subsidiary accounts, codes, and or- 
ders. 

. Subsidiary ledgers. 

. Summaries used to vouch entries in 
the financial books. 

. Detailed cost techniques including the 
paper work involved and careful ex- 
planation of how the individual docu- 
ments can be used for managerial con- 
trol. 

. Cost systems other than job order. 
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i. Preparation and use of budgets, cost 
reports, statistics, and standards. 

5. Should Cost Accounting be primarily 

a reading course or a problem course? 

Up to this year, we have outlined the 
cost course so that the student’s time was 
allotted two hours to the assigned text, two 
hours to collateral reading, and two hours 
to problems. This year, however, we are 
assigning two hours to the text and four 
hours to the problems. Collateral reading 
seems to be fairly satisfactory if assigned 
in general texts instead of in treatises on 
special industries. We are having consider- 
ably better success this year, however, when 
the lecturer attempts to supply the ma- 
terial formerly covered in collateral reading 
and the student’s time is centered primar- 
ily on the problems. 

6. What kind of practice set, if any, 
should be used? 

Since the concept of accounting control 
is one of the most important ideas stressed 
in Cost Accounting, we believe that a prae- 
tice set should be used so that the student 
will see these controls in actual operation in 
a normal set of books. Our set, however, is 
short even though it involves journals, gen- 
eral ledgers, store cards, and cost sheets. 

The use of a practice set seems peda- 
gogically sound for two reasons: 

a. The use of a set emphasizes the fact 
that cost accounting uses practically 
the same books that were studied in 
elementary accounting. 

. The various detailed cost techniques 
are not treated as isolated procedures 
but as genuine parts of a general ac- 
counting system. 

7. What time-saving devices can be used 
in connection with the problems and prac- 
tice sets? 

We use round figures and have material 
prices and labor rates which can be ex- 
tended readily. We also supply key figures 
for each problem; for instance, usually the 
trial balance total will be given for the 
solution to each problem. 

The practice set we use carries the gen- 
eral ledger and the books of original entry 
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through the pre-closing trial balance stage 
without involving any of the subsidiary 
data. Then one after another of the sum- 
maries and subsidiary ledgers are worked 
up until they agree with the data already 
entered in the general books. 

8. What should be the relative weight 
of time spent on material, labor, and bur- 
den? 

There is considerable difference of opin- 
ion as to the amount of time that should 
be spent on each of the different cost ele- 
ments; for instance, Jordan and Harris, in 
their first edition, allotted chapters to ma- 
terial, labor, and burden in the ratio 
7:2:3 and in their second edition in the 
ratio 7:2:5. I have found that students 
have much more difficulty visualizing the 
techniques pertaining to burden than those 
concerning material and: labor and use 
therefore the ratio 4:1 :5. 

9. Should a detailed program of clerical 
procedure be given? 

The lack of factory background on the 
part of the students makes the giving of 
specific details necessary. One of the cor- 
respondence schools uses the idea of vertical 
columns for each department involved and 
then shows by means of arrows where each 
copy goes and what is done with it. This 
procedure seems logical, since it gives the 
students a definite picture of the paper 
work involved. Of course, the instructor 
should stress the point that the simple il- 
lustration given is not universally applica- 
ble. 

10. How much time should be spent on 
wage systems? 

We spend one week on labor costs; about 
one-half of the text material and one-half 
of the lecture periods being devoted to wage 
systems. The way the different wage sys- 
tems may be used to reduce costs, and the 
effect on the forms used in connection with 
the collection of labor costs should be espe- 
cially stressed. 

11. When should the planning and super- 
vision of production be introduced? 

When the students are busy with the 
summary of completed production in the 
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practice set, we devote one-half of a week 
to the planning and supervision of produc- 
tion. Special attention should be given to 
the use of the ordinary cost forms to give 
managerial information as to the progress 
of work. The principles may be developed 
by illustrating the use of a production con- 
trol chart. 

12. Is the study of budgetary reserves 
desirable? 

We follow Webner in the use of reserves 
for over, short, and damage, variation in 
weights and measures, repairs, and inter- 
est on investment. While these reserves 
might be ignored, we have found students 
distinctly weak in their use. Of course, we 
give both points of view as to the question 
of whether interest on investment is a prop- 
er cost element, and use the reserve for 
interest on investment to show how the ac- 
counting must be done if interest is charged 
to burden. 

13. Should the study of depreciation be 
given in Cost Accounting or in Financial 
Accounting? 

Of course, depreciation effects both fields 
of accounting, but we believe that the de- 
tails of the subject should be stressed in 
the cost course. Special attention is given 
to the various definitions of depreciation, 
to the use of a plant !edger, to the account- 
ing for abandonment losses, to the account- 
ing for appreciation, and to the amortiza- 
tion of assets recorded at the appraised 
values. About one-third of the week is spent 
on the mathematics of depreciation. 

14. How much attention should be given 
to the service departments? 

We have found that students visualize 
service departments very poorly and dur- 
ing the week we spend on this subject, an 
attempt is made to present the organiza- 
tion, function, analysis of costs, allocation 
of costs, and valuation problems pertaining 
to each service department. 

15. How snould the cost accounting for 
continuous-process industries be intro- 
duced? 

We are trying the experiment of intro- 
ducing operation costs first and then in- 
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troducing product costs to take care of 
those cases in which several products go 
through the same operation. We are also 
trying to reduce the time spent on this sub- 
ject by comparing the continuous-process 
procedures to those used in job order in- 
dustries instead of giving a complete lay- 
out for the continuous-process group. 

16. How should standard costs be intro- 
duced? 

We develop the subject of standards of 
cost first, showing that standards as to 
material cost, labor cost, burden cost, 
machine cost, size of purchase order, and 
size of production order, may well be de- 
veloped under any cost accounting system. 
We then define a standard costs system as 
an accounting system in which the stand- 
ards of cost are journalized. 

17. Should the use of machines in Cost 
Accounting be studied? 

We spend one week on this subject. Of 


course, the material is elementary, but an 
attempt is made to have the students visu- 
alize how machines can be introduced into 
the cost accounting techniques for the pur- 
pose of reducing the clerical costs. 

18. How much time should be spent on 
commercial cost accounting? 

We spend a half week on the cost ac- 
counting for sales while the students are 
completing their finished goods ledger in 
the practice set. 

Toward the end of the second semester, 
after completing the study of the cost ac- 
counting techniques and before spending 
the three weeks on the managerial aspects 
of cost accounting, we devote one week to 
the cost accounting for department stores 
and another for the cost accounting for 
banks. Our purpose is to show that practi- 
cally all of the cost techniques we have de- 
veloped are applicable to the accounting in 
commercial enterprises. 


CoMMENTs By Gou.tp L. Harris 


How cost accounting is taught is condi- 
tioned primarily by the education and ex- 
perience of instructors, the hours of in- 
struction, the content of the course, as well 
as the curricula and local conditions in 
each school. 

Mr. Newlove has wisely raised some con- 
crete questions, the answers to which have 
a vital bearing on how the course is pre- 
sented. Our course at New York Univer- 
sity is a year’s course of thirty lectures 
of one and three-quarter hours each. We 
are planning to give an advanced course in 
the subject in the near future. Further- 
more, at the present time our Management 
Department gives a year’s course in Cost 
Analysis. 

Mr. Newlove states that less than 5 per 
cent of his students in Cost Accounting 
plan to work in factories. In my opinion, 
this is not as significant as a knowledge 
of what his students are doing five or ten 
years after they graduate. It is quite true 
that the factory side of cost accounting 
is emphasized in most courses in the sub- 
ject, largely for the reason that cost ac- 


counting had its genesis in the factory and 
there has probably made its greatest de- 
velopment, and also because most of the lit- 
erature thus far has dealt primarily with 
cost accounting for shops. There is a ten- 
dency, however, to teach the technique and 
uses of cost accounting in fields other than 
factory work and to take up selling and 
administration costs or cost accounting for 
distribution. The latter tendency is espe- 
cially commendable. 

Question 2 in Mr. Newlove’s paper is 
“What has been the previous preparation 
of cost students?” In our school Bookkeep- 
ing ( a one-semester course) and Principles 
of Accounting (a year’s course) are both 
prerequisites to a study of “costs.” 

His Question 4 is “How much attention 
should be given to factory management?” 
In our school we are confining the cost 
course given by the Accounting Depart- 
ment almost entirely to cost techniques and 
leaving to the Management Department 
the discussion of the analysis and uses of 
costs. I appreciate the fact that not all 
schools have as much specialization in 
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courses as we have so that it may be con- 
sidered necessary to go into the subject of 
factory management, cost reports for ex- 
ecutives, managerial control through costs, 
and budget procedures in the cost courses 
in some places. However, I rather question 
whether the time given to such subjects in 
the cost course is worth while in view of 
the limited time available for discussion of 
these matters. 

His Question 5 is “Should cost account- 
ing be primarily a reading course or a 
problem course?” We have an assigned text 
and assigned problems, supplemented by a 
laboratory set. Most of the latter is worked 
out by the student at home with some su- 
pervision in class on the part of the in- 
structor. The literature in the field is called 
to the attention of students although very 
little collateral reading is assigned, chiefly 
because of lack of time to devote to it, in 
addition to the fact that most of our stu- 
dents work in business all day and do not 
have much time to become familiar with 
the literature in all their fields of study. 

His Question 8 is “What should be the 
relative weight of time spent on material, 
labor and burden?” I agree heartily with 
him on one point, namely, that most of the 
content of a cost course should deal with 
burden. However, the ratios of subject 
matter in Cost Accounting—Principles and 
Practice by Jordan and Harris with re- 
spect to the chapters allotted to material, 
labor, and burden, respectively, which he 
mentions, is not significant. The pages de- 
voted to each of these subjects is the sig- 
nificant factor. These are as follows: 

Material—84 
Labor—41 
Burden—97 

Our Management Department deals with 
the subject suggested in Question 10, which 
is, therefore, not discussed in our account- 
ing courses. 

His Question 11 is “When should the 
planning and supervision of production be 
introduced?” We have a course in Produc- 
tion Control that deals essentially with this 
subject and some material on it also is 


given in our Factory Management course, 
both of which are offered by the Manage- 
ment Department. 

His Question 138 is “Should the study of 
depreciation be given in Cost Accounting 
or in Financial Accounting?” In our course 
set-up, this subject is taken up in Prin- 
ciples of Accounting, more in detail in The- 
ory of Accounts, and also in our Elemen- 
tary Accounting Problems and Advanced 
Accounting Problems. Reference to it in 
our Cost Accounting course is concerned 
with the technique in operating a plant as- 
set, or machine and equipment ledger. 

His Question 14 is “How much attention 
should be given to the service depart- 
ments?” This question raises a serious lim- 
itation in the presentation of many cost 
courses, the subject being only slightly 
touched upon. Many cost systems are 
faulty because the costs of service depart- 
ments are not distributed to the cost of di- 
rect or producing departments and also in 
some cases to the costs of other service de- 
partments. This interplay of costs should 
be considered much more than it is today 
in the average cost course. 

His Question 16 is “How should stand- 
ard costs be introduced?” I believe a cost 
course should emphasize standard burdens, 
chiefly, deal also with standard material 
and standard labor costs and that an ad- 
vanced course in costs should deal with the 
technique and analysis of variations be- 
tween actual and standard costs. I rather 
question whether students in any elemen- 
tary Cost Accounting course can absorb 
this technique of analyzing variances. 

His Question 17 is “Should the use of 
machines in Cost Accounting be studied?” 
The question might be raised whether they 
should be dealt with at all in the cost 
courses. Our Management Department has 
certain mechanical appliances that are ex- 
plained to students but I believe the aver- 
age cost course should not deal with this 
subject at any length, except to mention 
that these appliances are in existence and 
that the cost man should become familiar 
with them. 
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AN APPLICATION OF STANDARD COSTS IN THE 
FIELD OF DISTRIBUTION (AN ACTUAL CASE) 


Govutp L. Harris 


genesis in the field of production but 

are being applied more and more in 

the field of distribution. This paper deals 
with only one application to the latter field. 
The technique of the application will be 
described first; then the reasons for the 
method; and finally the advantages of the 
plan. The plan might be called “The Key 


Man Incentive Plan.”’ 


Sees costs, so-called, had their 


EXHIBIT A: POINT VALUES ASSIGNED FOR 
WEIGHTING SALES 

The first step in the procedure is to 
establish a scale of points per $1,000 of 
sales of product for certain spreads of mar- 
gins of profit over manufacturing cost, for 
example, 5 points per $1,000 of sales for 
products that show a margin of profit of 
8 per cent or less over manufacturing cost ; 
6 points per $1,000 of sales for products, 
the profit margin of which is 9 per cent 
to 18 per cent, and so on. 

A statement is then prepared listing the 
various products or groups of products; 
their profit margins over manufacturing 
cost; their sales points based upon these 
margins; any policy adjustments made to 
the latter in order to determine the final 
sales points assigned to each product or 
groups of products. 

The purpose of establishing these sales 
points based upon profit margins is to en- 
able one to weight the sales volume so as 
to indicate the relative desirability of se- 
curing business for the various products 
from the standpoint of both normal profit 
and proper balancing of factory opera- 
tions. The success of this incentive plan de- 
pends largely upon the reasonableness of 
original assignment of points and subse- 
quent revisions as experience dictates. The 
point differentials must be large enough to 
offer adequate incentives for the sale of the 
most desirable lines of product but not 


so great as to retard sales aggressiveness 
in lines which are necessary but not so at- 
tractive, in view of the relatively lesser 
points for such lines. 

For reasons of managerial policy, the 
original sales points assigned may be ad- 
justed. Why? Competition may not be keen 
in certain lines. Hence, sales points based 
upon profit margins may be reduced on the 
theory that the firm will hold its intrenched 
position and meet only with sales resist- 
ance which is relatively weak. When the 
reverse is true, sales points would be ad- 
justed upward. 

If there is considerable idle equipment 
in one or more departments of the shop, a 
condition which is apt to be temporary, 
then the sales points for certain products 
or groups may likewise be adjusted upward 
and remain so until there is a more effective 
balancing of factory operations. 

Note in Exhibit A that the sales points 
for each of the products listed has been 
adjusted for policy reasons and that the 
“final points” assigned are 6, 5, and 10, 
respectively. 


EXHIBIT B: CALCULATION OF STANDARD 
SALES VOLUMES 

The next step in the incentive plan is 
to calculate standard sales volumes for the 
forthcoming budget period. These volumes 
might be established in various ways. Nor- 
mal sales might be used; or figures 
“stepped up” somewhat from past aver- 
ages, say three years, or last year’s sales. 
In current predicting the rather immeaiate 
past period is a better guide in some cases 
than a long run average, or a normal fig- 
ure based upon a certain percentage (80 
to 85 per cent) say of practical capacity 
of the shop. 

In Exhibit B note that the standard 
sales volumes are based upon an average of 
the past actual sales for three years. 
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EXHIBIT C: STANDARD SALES POINTS 


In Exhibit C the standard sales points 
are determined by multiplying the standard 
sales volumes (see Exhibit B) by the final 
sales points (see Exhibit A). 

Points can be used more quickly than 
dollar values. 


EXHIBIT D: CALCULATION OF STANDARD 
EXPENSES 

Having determined standard sales ex- 
pectancy in points, the next step is to cal- 
culate the standard distribution costs (see 
Exhibit D) necessary to secure the stand- 
ard sales volume. 

To reduce the number of exhibit sheets, 
various distribution costs are not listed. 
These would include such items as trans- 
portation charges, insurance, rent, heat, 
light and power, warehouse labor, ware- 
house material, shipping department labor, 
shipping department material, credits and 
collections, postage, stationery and print- 
ing, provision for doubtful accounts, sales 
discounts, administration, telephone and 
telegraph, salaries of salesmen, and travel- 
ing expenses. 

This list is suggestive, not inclusive. 

Note in Exhibit D that the average ex- 
penses for three years are calculated and 
used as a base for determining the stand- 
ard expenses for the following year. The 
standard expenses ($880,000) are divided 
by the standard sales points (81,000—-see 
Exhibit C) in order to arrive at the stand- 
ard expense allowance of $10.864 per sales 
point. 

Exhibit D concludes the series of experi- 
ence data necessary for the various stand- 
ards in order to match actual experience 
against the standards so as to determine 
the bonuses for distribution. 


EXHIBIT E: CALCULATION OF SAVINGS 


The next step is to determine the orders 
for 1931 that have been approved by the 
credit department and multiply them by 
the sales points per $1,000 of sales for each 
of the products, obtaining as a result the 
actual sales points for 1981. 


119 


The total sales points (82,850) is then 
multiplied by the standard expense allow- 
ance of $10.864 per sales point to get a 
figure representing what the distribution 
costs (standard expenses) should have 
been. This is $900,082 and is compared 
with the actual expenses for the period 
($850,000) and the difference is deter- 
mined. The latter, a savings so-called, for 
the period, is $50,082. 

From this amount is subtracted a figure 
decided upon by the management, which in 
Exhibit E is 1/3 of $50,082 or $16,694, 
and the result ($83,388) is the amount 
available for the bonus fund. 

This saving is due to reduction in unit 
selling costs on account of increased volume 
without proportional increase in selling ex- 
penses. 


EXHIBITS F AND G: BASES FOR DISTRIBUTION 
OF BONUS FUND 


Exhibits F and G show the bonus dis- 
tribution points assigned to each indi- 
vidual and arranged in three groups: 
Headquarters, Branch Managers and 
Salesmen, respectively. 

The determination of those who are en- 
titled to participate in the distribution of 
the bonus is made upon the basis of op- 
portunity and activity, i., where the 
duties are such that the individuals can 
effect savings either by increasing sales or 
reducing expenses. Furthermore the rela- 
tive bonus points assigned should be pro- 
portioned (as far as possible) not only ac- 
cording to the opportunity which they may 
have to effect individual accomplishment 
but also according to group results, i.e., 
branch results. 

Such evaluation of individuals prepara- 
tory to assigning bonus points is made by 
the management. No uniform procedure in 
this connection can be prescribed. In Ex- 
hibits F and G note the individuals who are 
to participate in bonus distribution. 

When the steps in the actual distribution 
of the bonus are described later, we shall 
note the adjustments made to original 
evaluations. 


EXHIBIT H: DISTRIBUTION OF BONUS 

The next step is to take the amount 
available for bonus ($33,8388—-see Exhibit 
E) and divide it by total bonus distribu- 
tion points (900—see Exhibit F) to get 
$37.09, the bonus for each point. 

Multiply this figure ($87.09) by the 
points 250, 100, and 550, respectively, to 
get $9,274, $8,710, and $20,404, the 
amounts to be distributed to headquarters, 
branch managers, and salesmen, respec- 
tively. 

Multiply $87.09 by the points assigned 
to each individual in the headquarters staff 
in order to get the bonus for each, 
$2,782.25 to the sales manager, $741.80 to 
the advertising manager, and so on. 

In determining the amounts assigned to 
each of the branch managers certain ad- 
justments should be made to the points 
established prior to the beginning of the 
period. These adjustments are based upon 
actual performance. 

Note the original points assigned to each 
branch 40, 30, and 30 respectively. List 
the sales quota points for each branch be- 
low these figures. Also list the actual sales 
points of each branch. Calculate the ratio 
of the sales quota points to the actual sales 
points of each. For example for Branch A, 
divide $16,000 into $17,000 to get 107 per 
cent. Multiply this percentage (107) by 
original bonus points of 40 to get the first 
adjustment of points, namely, 44. 

Then make the second adjustment as 
follows. If the total of all salesmen’s sal- 
aries and expenses for the branch has been 
reduced, i.e., if the actual is less than the 
budget for these items adjust by an arbi- 
trary percentage, say 10 per cent. Ten per 
cent of 44 per cent is 4 per cent; added 
to 44 per cent is 48 per cent, the final ad- 
justed points for Branch A. If these actual 
expenses are greater than the budget, de- 
duct an arbitrary percentage, say 10 per 
cent. 

When adjustments are made for each 
branch, add up final adjusted points of 
each branch, in this case 48+ 83+ 24= 105. 
Divide 105 into each figure to get the per- 
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centage of each to the total. This calcula- 
tion results in percentages 46, 32, and 22. 


Multiply the total amount available 
($8,710) for all branches by these latter 
percentages to get the bonus for each 
branch, $1,706.60, $1,187.20, and $816.20, 
respectively. 

Multiply the amount available for all 
salesmen in all branches ($20,404) by each 
of the adjusted branch percentages. This 
gives the amount for salesmen in each 
branch. 

Divide the amount available for salesmen 
in Branch A ($20,404) by bonus distribu- 
tion points of 550 to get $17.01 per point 
per salesman. Multiply $17.01 by points 
for each salesman to get each salesman’s 
bonus, $170.10, $170.10, $680.40, and so 
on, totaling $9,358.84 for all salesmen in 
Branch A. Repeat the process for the sales- 
men in the other branches. Calculations for 
the latter are not shown in exhibits.’ One 
branch will serve to illustrate the pro- 
cedure. 

REASONS FOR PLAN 

The reasons for this sales incentive plan 
as a whole are: 

1. To stimulate sales activity. 

2. To reduce distribution costs. 

3. To share economies among those 
responsible including company, cer- 
tain personnel in the headquarters 
of the company, branch managers, 
and salesmen. 

4. To increase confidence of employees 
in the fairness of the company and 
hence to better the sales morale. 


ADVANTAGES OF PLAN 

1. Tends to insure continuous aggres- 
siveness in sales planning and ac- 
tivity. This is accomplished by cal- 
culating and paying bonuses each 
month. 

2. Is fair to the company and the men 
to the extent that human evalua- 
tions for bonus distribution are 


*In exhibit F, 550 points do not include points 
for salesmen in all branches. Only one branch ap- 
plication for salesmen is illustrated. 
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equitable. The company guarantees 


salaries, supplies capital, and con- 8. 
tributes the risk of the entrepreneur. 9. 


The employees contribute their time 


and effort. The 1/8 of savings orig- 10. 


inally assigned to the company is a 
matter of judgment, This percent- 
age is merely suggestive. 

8. Helps to solve demands of employees 
for additional salary by establishing 
in advance of such demands a plan 
based upon individual sales effort 
and accomplishment. 

4. Tends to increase profitable sales 
effort. 

5. Tends to reduce actual costs of dis- 
tribution. 


6. Makes for better balancing of fac- 11. 


tory operations. 

7. Company shares with selling em- 
ployees only savings made in selling 
expenses and does not share with 
them any portion of manufacturing 
burden saved, and additional profits 


EXHIBIT A 


resulting from increased volume. 
Plan is elastic. 

Plan does not require clerical red 
tape. 

Only a percent of savings, say 50 
per cent, may be distributed each 
month, the balance being credited to 
a savings reserve account, which can 
be used to offset losses. Balance, if 
any, in the reserve at the end of the 
year is distributed to participants 
as additional bonus. If the reserve 
shows a debit balance it is charged 
to profit and loss account and js not 
carried forward into the next year. 
In other words the slate is wiped 
clean at the end of the year. 

Tends to cause salesmen to call on 
headquarters for additional sales in- 
formation, thus making for a re- 
vitalization of the market survey or 
research department, or the estab- 
lishment of such a department if 
none exists. 


Port VaLues ASSIGNED FoR WEIGHTING SALES 


Seale of Points 


6 Points per $1000 of Sales for 8% or less margin over manufacturing cost. 
6 Points per $1000 of Sales for 9% to 18% margin over manufacturing cost. 
7 Points per $1000 of Sales for 14% to 17% margin over manufacturing cost. 


Sates Ports EstaBLisHED For Groups or Propucts 


Sales Points per $1000 of Sales 
Groups of Margin over Based upon Policy Final 
Products Mfg. Cost Margin Adjustment Points 
A 8 5 +1 6 
B 10 6 —1 5 
C 15 7 +38 10 
EXHIBIT B 
CALCULATION OF STANDARD SALES VOLUMES 
Actual Sales 
Groups of Standard Sales 
Products 1928 1929 1980 Average Yr. for 1931 
A $ 2,500,000 $2,100,000 $2,300,000 $2,300, 000 $ 2,500,000 
B 3,400, 000 3,200,000 3,300,000 3,300,000 3,400,000 
Cc 4,600,000 4,200,000 4,100,000 4,300,000 4,900,000 


Toras $10, 500, 000 $9, 500,000 $9,700,000 $9, 900, 000 $10,800,000 
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EXHIBIT C 
CALCULATION OF STANDARD SAEs Points 
Groups of Standard Sales Sales Points per Standard Sales 
Products Volume $1000 of Sales Points 
(See Exhibit B) (See Exhibit A) 
A $ 2,500,000 6 15,000 
B 3,400,000 5 17,000 
C 4,900,000 10 49,000 
ToraLs $10, 800,000 81,000 
EXHIBIT D 
CALCULATION OF STANDARD EXPENSES 
Standard Expenses 
Expenses* 1928 1929 1930 Average Yr for 1931 
$900 , 000 $874,000 $890 , 000 $888 , 000 $880 , 000 
Standard Expense Allowance Per Sales Point... ..... $10. 864 
* Details of expenses would be listed here. 
EXHIBIT E 
CALCULATION OF SAVINGS 
1. Weighting of actual sales based upon approved sales orders 
Classes of Orders Approved Sales Points per Actual Sales 
Product for 1931 $1000 of Sales Points 
A 2,600, 000 6 15, 600 
B 3,450,000 5 17,250 
C 5,000,000 10 50, 000 
ToraLs 11,050,000 82,850 
2. Calculation of Savings: 
Total Standard Expense Allowance 
(82, 850 sales points) X $10 .864 allowance per point... 900 , 082 
3. Creating Bonus Fund: 
EXHIBIT F 


Bases ror DistrisuTIon oF Bonus Funp 


1. Headquarter’s Fund—Participation: 
Sales Manager................ 


Advertising Manager... . 
Office Manager . 
Engineers, etc... .. 


Torau..... 


2. Branch Manager’s Fund—Participation: 


Branch Manager—A.......... 


Branch Manager—B. . 
Branch Manager—C.... 
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(See Exhibit G for details) 
EXHIBIT G 
Bonus Points ASSIGNED FoR SALESMEN: Brancu A 
Points 
Specialty Salesmen: 
Regular Salesmen: 
Sales Engineers: 
EXHIBIT H 
DisTRIBuTION Bonus 
Total Amount Available (See Exhibit E).............. $33, 388. 
BREAKDOWN OF PARTICIPATION 
Funds Points Amount Allotted 
DistRIBUTION OF HEADQUARTER’S SHARE 
Amount at $37.09 
Person Points per Point 
Engineers, etc. . 135 5,008.15 
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DistRIBUTION OF BRANCH MANAGERS’ SHARES 
Branch A Branch B Branch C ; 
First Adjustment 
Bonus Points (See Ex. F).... 40 30 30 
Sales Quota Points....... ... 16,000 19, 000 46,000 
Actual Sales Points. . . 21,000 44,854 
% Actual to Quota Points... . 107% 110% 97% 
Points Adjusted........... 44 33 27 


Second Adjustment 
Salesmen’s Salary and Expenses 


+10% for reduction............. 4 
3 
% of Total Points... .. 46 82 22 
Distribution Cost 
Amount Available for Distribution...................... $3,710 
Branches % Fund Bonus have 
A 46 $1, 706.60 than 
B 32 1, 187.20 
Cc 22 816.20 
obje 
Tora. 100 $3,710.00 quit 
DistTRIBUTION OF SALESMEN’S SHARE, Brancu A inje 
Amount Available by Branches: J 
32 6, 529.28 Is it 
Amount Available for Salesmen, Branch A: $9,358.84, 550 Points, $17.01 per point. it | 
Bonus at $17.01 we | 
Individuals Points per point } 


Specialty Salesmen: 


4 124 
Salesman X..... 170.10 if 
} Salesman Y... 170.10 me! 
All others. . . 680.40 
Regular Salesmen: 

Salesman A... MO 1,021.94 of 
Salesman B.. 680.40 wit 
All others... . 4,934.90 b 

Sales Engineers: . 
Engineer R. 340.20 pa 
Engineer S.... 510.380 co 
All others... . 850.50 be 

Tora.... 9,358.84 a 
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SELLING AND ADMINISTRATIVE EXPENSE 


ANALYSIS AS A BASIS FOR SALES 
CONTROL AND COST REDUCTION 


B. CasTENHOLZ 


AD THE TITLE of this paper been, 
H “Selling and Administrative Ex- 
pense Analysis as a Basis for 
Cost Reduction,” that title would probably 
have seemed more logical and orthodox 
than the one adopted. It is quite true that 
expense analysis has generally had as its 
object the reduction of costs; it is also 
quite apparent that cost reduction should 
be an object of such analysis. Why then 
inject this type of analysis as a basis for 
sales control? 

Just what do we mean by cost reduction? 
Is it merely a reduction in size as compared 
with previous dimensions, or should it be 
measured in a different way? Is it some- 
thing that can be considered alone, or must 
it be studied as a relative thing? Should 
we think of costs as money and service out- 
lay or as standards of measurement? And 
if we view them as standards of measure- 
ment what do they measure? 

I know of no cost that is not a measure 
of performance. In fact, a performance 
without cost, in business, is quite unthink- 
able. Performances and costs run along 
parallel lines. The performance creates the 
cost, but the parallel lines may or may not 
be of the proper relative lengthy Even in 
a profitable business, viewed as a whole, 
where the performance line is naturally 
longer than the cost line, we have no as- 
surances that either line is of the right 
length. The performance line may be just 
about right and the cost line too long, or 
the cost line may be quite the right length 
and the performance line may be too short. 
To put the matter briefly, the performance 
line must be measured in relation to the 
cost line, and in terms of the cost line. 

Now, the title of this paper takes on a 
new significance and we realize why “Sell- 
ing and Administrative Expense Analysis” 


can also be the basis for “Sales Control,” 
as well as “Cost Reduction.” We can more 
readily grasp the idea if we will admit that 
performance is created by outlay. And here 
is another thought, not exactly orthodox 
but, I believe, quite true: all business con- 
sists of buying things; in business we really 
do not make sales, we buy sales, we buy 
performances, and, if we do these things 
correctly, we obtain more than we pay for. 
We ship and we sell goods, and we express 
these activities as sales dollars, but, in real- 
ity, we buy sales dollars and set them up 
on our books and balance sheet as accounts 
receivable and cash. Business success con- 
sists in buying good accounts receivable 
at the most advantageous price or cost; 
the best concerns are now endeavoring to 
carry on in this way by establishing a 
standard price or cost for everything pro- 
cured in business. 

Accountancy has been rather lopsided in 
that it has limited itself almost exclusively 
to doing homage to a set of doctrines; it 
should become more balanced through a 
realization that it has business to serve. 
We have been too much interested in fol- 
lowing form and tradition, and in wor- 
shipping various fetishes for which we have 
adopted formal rituals and catechisms. 
Many of our pet practices will soon have 
to be placed, like most other things, into 
the museum of the obsolete. 

Accounting should become a vital tool 
for industrial management rather than an 
inflexible set of rules; it should shed its 
hoary aspects as a mere recorder of busi- 
ness history. Accounting of the future must 
develop into an accounting for the future; 
it must be recognized as a currently usable 
tool, for the current control of business, 
and as an instrument for the upbuilding 
of business in the future. Accountancy now 
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is an investment with extremely heavy idle 
capacity. 

My interest in the subject of sales and 
distribution costs is not prompted by any 
desire to add another accounting procedure 
to the already intricate collection avail- 
able, but rather to convince the business 
world that distribution costs and distribu- 
tion activities are measurable and con- 
trollable factors, and that definite types of 
analyses of selling and administrative ex- 
penses can be adopted for the control of 
sales and distribution costs. 

The average accountant is convinced 
that “expenditure” and “cost” are synony- 
mous terms. I wish now to make the affirma- 
tion that the cost of a thing is not neces- 
sarily the expressed, actual expenditure- 
cost, but the expenditure-cost as it ought 
to be. This concept is an important one, 
and its adoption will have a very decided 
effect on values included in the balance 
sheet and on the expense factors used in 
the profit and loss statement. The concept 
is of equal importance when we consider 
expense as a medium for cost reduction and 
income control. 

Possibly an illustration is now in order. 
In preparing the balance sheets of manu- 
facturers, accountants have been in the 
habit of including in finished and partly- 
finished inventory values, the actual expen- 
diture-costs for materials used, labor em- 
ployed, and overhead utilized. Suppose 
that the actual expenditures included 20 
per cent more material than should nor- 
mally have been used, 10 per cent more 
labor time than should normally be em- 
ployed, and 10 per cent more use of plant 
than was normally required, and that all 
of these excess uses of material, labor, and 
plant were avoidable, that is, represented 
the degree of error resulting from avoid- 
able mistakes and avoidable spoilage of ma- 
terial: in that event, the accountant would 
be inventorying the cost of mistakes; the 
more mistakes, the greater the value of the 
inventory. That would be absurd, and yet 
that is what every accountant does if he 
neglects to use standard costs as costs, in 
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setting up inventory values. I wonder if, in 
a lot of balance sheets in the past, assets 
have not been overstated? 

It is also true that, where standard costs 
are not used, losses due to avoidable errors 
have been included as part of cost of sales 
in profit and loss statements, with a result- 
ing distortion in the stated gross profit. 

But what have these considerations to 
do with selling and administrative expense 
analysis as a basis for sales control and 
cost reduction? I should say just about 
everything. 

Why should we analyze selling and ad- 
ministrative expenses? Not because we want 
to prepare a statement, but because we 
want to study that analysis in its relation 
to results obtained and to costs as we think 
they should be. If we want to become busi- 
ness analysts and business builders, we can- 
not avoid becoming “standard-cost” ac- 
countants, nor can we escape from the ra- 
tionalism of budgetary control principles. 
We are virtually forced into making our 
work constructive; we cannot avoid this 
outcome unless we are either stupid or 
fanatically orthodox. 

Sales cannot be controlled, nor can costs 
be reduced, by means of selling and admin- 
istrative expense analysis alone: that anal- 
ysis must be measured in the terms of what 
sales should be, and in terms of costs as 
they should be. Consequently, we must 
know what the actual costs are, and what 
the results obtained therefrom amount to: 
we analyze actual performance and actual 
outlay onfy in order to bring them into 
conformity with standard performance and 
standard costs. 

Selling and administrative expense anal- 
ysis will help us to establish standards for 
sales and for distribution costs. Adminis- 
trative expense is drawn into the picture 
of distribution costs and sales because the 
securing of profitable sales is just about 
the most important job that the business 
administrator tackles. It is general man- 
agement that controls the policies of prod- 
uct distribution; it is general management 
that is responsible for providing the needed 
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funds for financing distribution activities. 
Management and administration are not 
isolated activities that end in themselves; 
they are the direction instruments of a 
business, and a large part of that direc- 
tion concerns itself with marketing. Hence, 
no statement of distribution cost is com- 
plete without the inclusion of part of gen- 
eral management expense, or administra- 
tive expense. Administrative time given to 
distribution is a distribution activity and 
the costs created thereby are distribution 
costs; they become part of sales manage- 
ment expense and it is vitally important 
when we measure distribution results and 
state distribution costs to know what gen- 
eral management is contributing. Some- 
times this factor of cost is out of line with 
standards. 

It is, of course, quite impossible to use 
selling and administrative expense analysis, 
of a business as a whole, as a basis for 
controlling sales and distribution costs, ex- 
cept in a very limited way. These expenses, 
when combined with cost of sales, must not 
exceed a certain established total; if they 
do then that knowledge may contribute to 
some forced reductions in costs. However, 
such arbitrary reductions represent merely 
expense cutting and are not related to con- 
structive policies looking toward more ef- 
fective, more profitable, and less expensive 
distribution. 

In order to make administrative and sell- 
ing expense analysis valuable for distribu- 
tion purposes, the analysis must reach 
down to the peint where the distribution of 
commodities is actually effected and from 
which the profits from sales are actually 
obtained. In other words, distribution 
costs, consisting, as they do, of adminis- 
trative and selling expenses, are all of those 
costs necessary to get the order from the 
individual customers, to deliver the goods 
to them, to account for them and to collect 
the profit from and through the accounts 
receivable. 

Consequently, our expense analysis 
should, if possible, carry us down to each 
customer’s door, because there, and there 
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only, can we know how effective our dis- 


tribution performance has been, and 
whether or not we have obtained an ac- 
count receivable which is worth having. 
The profits of any business are merely 
potentials resident in the pockets of its 
customers. Whether or not we can convert 
these potentials into realities depends en- 
tirely upon the methods that we use to 
reach our customers. The measure of our 
methods and our performances in reaching 
the customer and abstracting our profits 
from him, is to be found in the sum total 
of outlay made necessary by the process. 

In order, therefore, to control sales and 
reduce distribution costs through expense 
analysis, we must make up our minds that 
nothing worth while can be accomplished 
unless we carry our analysis into the dis- 
tricts and sales areas where the actual 
struggles for profits are occurring. 

We must start with what we have. We 
must plan the future from what we have 
been doing in the past and from what we 
are doing in the present. Our first step is 
to analyze sales by sales districts or sales 
areas, showing the sales of the different 
products within each district and the gross 
profits from each. In connection with this 
first step we can also show the number of 
salesmen employed in each district, the 
sales and gross profits, by products, of 
each salesman, and the number of custo- 
mers sold by each salesman and in each 
district. 

Even by going that far we will learn 
some very valuable things. We will be able 
to spot the districts in which low gross 
profit products are sold and the salesmen 
responsible for these sales; the size of the 
accounts and the number of customers that 
had to be visited and the salesmen who sell 
the small accounts. That type of informa- 
tion will immediately explain why certain 
district costs are higher than others. 

Our second step is to allocate the dis- 
tribution costs (administrative and selling 
expenses) to the sales districts or areas 
and to relate these, where possible, to the 
salesmen working in the districts. Some- 
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times, where specialty salesmen are em- 
ployed, our analysis can be stated by prod- 
ucts within districts. The extent of analysis 
must be determined from the peculiarities 
of each business. 

It is possible to secure definite alloca- 
tions, by districts and by salesmen, of trav- 
eling expenses, salesmen’s salaries, freight 
allowances, and local advertising, and to 
fairly prorate national advertising, sales 
management, and financial costs, so that 
finally we will have all sales, all costs of 
sales, all expenses, and the net profit of the 
entire business expressed in a series of dis- 
trict, or sales area, profit and loss state- 
ments. For the first time, then, in the his- 
tory of accounting and: statistics, we will 
know how profits are made, where they are 
made and who or what is responsible for 
them. We will learn, conclusively, that net 
profits are composed of profits in certain 
localities that exceed losses in other places. 
We will know why profits are made in cer- 
tain places and why losses ensue in other 
localities. Until we know that, how may we 
ever hope to gain an effective control over 
sales and the forces that influence sales, or 
over the personnel to whom we intrust the 
all-important task of extracting profits 
from our consumers. 

Sales volume, the type of products sold, 
and the kind of customers sold are matters 
that express themselves quite clearly in the 
various expense factors of product distri- 
bution. Distribution expenses are the meas- 
ures of various types of sales resistances; 
the greater the resistances the larger will 
the expenses be. The following illustrations 
are submitted in support of this statement: 


1. The presence of strong local competi- 
tion, in certain sales districts, will limit 
the volume of sales that may be secured 
with only ordinary, normal effort, and 
will entail quite heavy expense if larger 
volumes are sought. The expense factors 
directly affected by this condition are 

freight allowances and other forms of 

sales concessions, local advertising, sell- 
ing salaries and expenses, sales manage- 


ment costs, and the cost of extended 
credit. 

2. Certain sales districts, because of purely 
local conditions, are improper markets 
for certain products, and any effort to 
distribute these products will result in 
expense outlays that are out of propor- 
tion to the results obtained. Meat pack- 
ers have found, for example, that some 
sections of our country are poor in pork 
consumption. 

3. Some sales districts display a strong 
penchant for only low, gross-profit com- 
modities. When that condition exists, 
the selling costs may be greater than 
the districts’ gross profits. We are im- 
mediately warned thereby to change the 
methods of selling, if perchance these 
commodities must continue to be sold in 
those districts, in order to keep up plant 
capacity. 

4. In some sales districts the customers 
are scattered and, in order to secure 
volume, great distances must be trav- 
eled. Naturally, traveling expenses fur- 
nish a clue to a condition of this kind. 

5. Small dealers are the rule in other sales 
districts. The traveling expenses will 
show it, as will also the amounts pro- 
rated to these districts for the expenses 
of the order department, invoicing, cred- 
its and collections and bad debts. 

Distribution expense components flex 
quite proportionately with all the various 
elements of local sales resistances, and that 
an analysis of the expenses by local, terri- 
torial units will point the way to the better 
markets. 

We can, as a result of analysis, discover 
those sales districts or sales areas wherein 
products are most readily distributed at 
the lowest cost. We can, within each chosen 
district, determine the customers we want 
to sell. We can, after we know our logical 
markets, then direct our sales efforts 
through channels which will create the least 
possible lost motion and the lowest possible 
cost. In other words, we can create stand- 
ards and put the entire business on 4 
budgetary control basis. 
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The creation of standards, it seems to 
me, is therefore the goal of selling and ad- 
ministrative expense analysis, standards 
that will be expressed as quite definite sales 
quotas assigned to salesmen, districts, cities 
and towns, by types of customers, by prod- 
ucts and by seasons in those localities that 
can most advantageously absorb the com- 
modities to be sold, and standards that will 
be expressive of selling expenses, as they 
should be, for definitely planned and routed 
salesmen’s trips, for selected advertising 
media, and for administrative outlays that 
represent a measure of normal distribution 
services rendered by management. Any ex- 
penditures beyond these norms or stand- 
ards would then be considered as losses and 
as profit withdrawals, and not as legitimate 
increments of cost recoverable through 
sales, or, in some instances, they might be 
properly carried over as deferred charges. 

To suggest to a group of accountants 
that a part of ordinary distribution ex- 
penditures be deferred at the end of a busi- 
ness year is almost equivalent to commit- 
ting an unpardonable sin. It is a radical 
step and violates much that is thoroughly 
engrafted in the minds and hearts of my 
professional brethren. However, if stand- 
ards are ever used to reflect the distribu- 
tion costs allocable to all booked sales, we 
will learn to realize that part of the actual 
ordinary expenditures for distribution pur- 
poses should, and can legitimately and 
properly, be deferred, when the business 
year closes. The following reasons are given 
in justification of that practice: 

1. When standard distribution costs are 
used, all of the distribution costs that 
can legitimately be charged have been 
applied against booked sales. 

2. When standard distribution costs are 
used all error factors, represented in the 
actual expenditures, are clearly known 
and earmarked, and then eliminated 
from the actual expenditures (expressed 
in a deferred account) as business losses. 

3. When standards are used, all outlays 

that are clearly for future operations, 

such as payments for future advertising, 
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are eliminated from the deferred distri- 
bution cost account and set up sepa- 
rately. 


4. Whatever remains in the deferred dis- 


tribution cost account after the elimi- 
nations, above referred to, have been 
made must therefore represent the meas- 
ure of those continuing functions of 
distribution that will find expression 
through future operations. This remain- 
der is comparable to any ordinary pre- 
paid expense, like prepaid insurance, 
the inclusion of which on the balance 
sheet is never questioned. Setting up 
prepaid insurance is never questioned 
because the period past has been charged 
with all the insurance expense that can 
and should be charged. In the same way, 
ordinary expenditures for distribution 
activities have a continuing value that 
can only be expressed by deferment. 
“To make legitimate deferments of ex- 
penditures is merely to recognize that busi- 
ness is a going, living thing, and that dates 
do not materially affect the life of business. 

It is perfectly ridiculous to assume, because 

a calendar year has passed, that every- 

thing expended during that year represents 

or measures a service value that expired 
exactly at the stroke of twelve on New 

Year’s Eve. Business is not actually oper- 

ated that way, and good management does 

not watch the calendar; it plans for per- 
manency and continuity, and, ofttimes, it 
wisely projects itself into the future.” 
Selling and administrative expense anal- 
ysis, when guided by planned distribution, 
that is, budgetary control and market anal- 
ysis, will produce the following results: 

1. A knowledge of proper markets where 
sales resistances are at a minimum. 

2. The selection of the correct methods for 
product distribution in the various sales 
areas. 

3. The fixing of sales campaigns in con- 
formity with the seasonal buying habits 
of consumers. 


1Quoted from the author’s book, The Control 
of Distribution Costs and Sales, 
Brothers, 1930. 
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. The most economical routing of sales- 
men in their territories in accordance 
with definitely planned quotas relating 
not only to volume but to classes of cus- 
tomers. 


. The determination of the extent to which 
small accounts may be handled profit- 
ably and the methods to be adopted to 
do so. 


. The procurement of normal maxima of 
sales orders for all products so as to 
secure normal maximum utilization of 
plant in all departments. 


. The selection of the most logical and 
effective advertising media. 

. The extensive reduction of all distribu- 
tion costs, but particularly of such items 
as salesmen’s salaries and traveling ex- 
penses, freight allowances, local and na- 


tional advertising, sampling, dealer 
concessions; the expense of handling 
unnecessarily large numbers of small 
accounts, of invoicing, bookkeeping, 
credits and collections, bad debts, and 
of sales management. 


. The final result, and the most valuable, 


will be a business completely operated 
in accordance with standards, by means 
of budgetary control. In other words, 
after several years of operation, along 
the lines indicated, distribution activi- 
ties and distribution costs will become 
almost entirely susceptible to scheduled, 
predetermined management. Combined 
with a similar effective control over pro- 
duction, we may say, without any par- 
ticular misgivings, that an era of profit 
assurance, in business, may be confi- 
dently expected. 
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SOME RESULTS OF COST ANALYSIS IN 
INDUSTRIAL DISTRIBUTION 


D. C. Lowxes 


that the entire field of distribution is 

becoming more and more important 
every day, and that it is to be the battle- 
ground of the immediate future, upon 
which will be fought out the matter of sur- 
vival and success vs. defeat and oblivion. 
Marketing, or distribution, now controls 
manufacture, to a large degree, determin- 
ing what should be produced, where it 
should be made, and what the volume of 
production ought to be. 

The Department of Manufacture of the 
Chamber of Commerce of the United States 
made a survey in the fall of 1929, of “Cost 
Accounting for Distribution by the Manu- 
facturer,” and when publishing the results 
of this survey in January, 1930, the man- 


ager of the department, Mr. E. W. McCul- 


prise IS MUCH agreement in the belief 


lough, made the following significant com- 
ment : 


The margin between the sales price and the 
cost of manufacture has frequently been the 
subject of criticism. This criticism arises from 
the assumption that costs in the marketing 
operations are too high. Those who undertake 
to analyze this statement are immediately con- 
fronted with the necessity for defining the 
phrase “too high.” How can it be known defin- 
itely that a cost is too high, unless there be 
a basis of cost that is not too high, in short, 
a basis that may be accepted as standard? A 
second question naturally follows. How can 
such a standard be set up, unless there be defi- 
nite specifications on which it is predicated ? 

The technique of cost accounting for dis- 
tribution seems not to have reached that state 
of development that cost accounting for manu- 
facture has reached. For this reason, possibly, 
knowledge of distribution costs is not as ade- 
quate as knowledge of costs of manufacture. 


In making this survey, the Chamber of 
Commerce asked just three questions, which 
were as follows: 


1. Do you consider that you now have as 


reliable accounting control over your distribu- 
tion costs as you do over your manufacturing 
costs? 

2. Do you consider that price competition in 
your industry is affected by the lack of sound 
knowledge of distribution costs, as they relate 
to individual products? 

8. Do you believe that it is practical to de- 
velop for general application, an accounting 
procedure for the costs of distribution that 
will result in their better control, and in their 
effective use in the determination of selling 
prices and of selling methods? 


The answers received were not as many 
as the importance of the subject deserved, 
but were representative no doubt, of the 
larger industries which have been giving a 
lot of study to the distribution problem. As 
separated between affirmative and negative, 
the answers were: 


To question 1—Affirmative 58%, Negative 
42%. 

To question 2—Affirmative 67%, Negative 
33%. 

To question 3—Affirmative 73%, Negative 
27%. 


It would certainly seem that when 42 per 
cent of a group of progressive manufac- 
turing executives are willing to admit that 
they do not have as reliable accounting 
control over their distribution costs as they 
do have over their manufacturing costs, 
and that when 67 per cent believe price 
competition is affected by a lack of sound 
knowledge of distribution costs, it is time 
to turn our attention, as you are here do- 
ing, to a better analysis of the costs of 
distribution. 

Much has been written regarding the 
classification of distribution costs, the 
methods of allocation, and the use of these 
cost figures in budgeting, and control. The 
best results can be expected only after some 
measure of control has been provided for 
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through a proper cost system, and the 
setting up of a budget, although any care- 
ful analysis of marketing costs will pro- 
duce worth-while results. 

One of the most important matters to 
decide upon in a plan of distribution is that 
of carrying local warehouse stocks at 
branches ; the direct costs alone do not pro- 
vide a sufficient basis for determination. It 
is not difficult to analyze a local territory 
or selling field, from the standpoint of 
freight rates, so that the logical trading 
center may be found at which it would be 
most practical to redistribute merchandise, 
shipping from the factory in full cars, and 
from the local warehouse to the customer 
in L.C.L. lots. It is also comparatively sim- 
ple to estimate the operating expenses, such 
as warehouse rent, labor for handling, and 
the incidental items of telephone, light, 
heat, and supplies. 

It is not, however, quite so simple to de- 
termine the indirect results in additional 
profits from increased business, which may 
follow the establishment of a local stock 
for prompt service, nor, on the other hand, 
to determine the loss which may come from 
decreased business when such a stock is 
discontinued. In these days of keen competi- 
tion and reducing profit margins, there is 
apt to be a false economy exercised in a 
severe retrenchment program, which may 
cut down business volume and profits much 
faster than savings can be made in operat- 
ing expenses. 

In every selling field it is necessary first 
to completely survey the possible market, 
both as to present and prospective dealers, 
customers, or consumers, and to evaluate 
the competitive distribution, so far as that 
may reasonably be determined, to compare 
present business under the existing facili- 
ties for prompt service on shipments, with 
the possible acceleration of consumption if 
a local stock is maintained, thus determin- 
ing whether the additional cost involved 
is justified by the anticipated increase in 
business. 

Consideration must also be given to a 
very important factor in the problem of 
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distribution, i.e., “size of order.” It hag 
been proven many times that the closer a 
manufacturer’s stock is to the customer in 
point of time required for delivery, and 
freight cost, the smaller will the average 
order be. It is not unusual to find, after 
the installation of a local warehouse stock, 
that the number of shipments for a given 
volume of business have actually doubled, 
thus doubling the office cost for writing up 
orders, for billing and for bookkeeping, 
This has led some concerns to make an ex- 
tra charge for orders below a certain value, 
and rightly so, as otherwise such orders 
would result in a much higher expense 
ratio, and perhaps cause a net loss. It is 
hardly fair to have to pay to dealer or 
agent a liberal margin based upon the per- 
formance of certain necessary functions in 
distribution, if those functions are to be 
passed back to the manufacturer for him to 
perform free of charge. 

In a paper presented at a meeting of the 
New York Chapter of the National Asso- 
ciation of Cost Accountants some time ago, 
Mr. T. M. MeNiece of the Union Car- 
bide and Carbon Corporation, reported 
that a certain analysis of a large group of 
customers’ accounts showed that 50 per 
cent of retailers’ orders to wholesalers rep- 
resented but 7 per cent of the value, and 
that 50 per cent of wholesalers’ orders to 
the manufacturer afforded but 4.5 per cent 
of the value, and he quite naturally re 
marked : 

Consideration of the results derived from 
an analysis of customers’ accounts, product 
orders, and of retail outlets, leads us to the 
conclusion that commerce is saturated with 
small order and small volume business. 


An additional factor of increasing im- 
portance in the distribution of manufac- 
tured product through branch warehouses 
is that of local taxation. A manufacturer 
may engage in interstate commerce, sell- 
ing his product in many states, and yet 
pay taxes only in the particular state in 
which he is located. But if he maintains 
local stocks in other states, he must qualify 
to do business in each such state, paying 
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license fees, possibly state income taxes, as 
well as local personal property and other 
taxes. The question of location for a 
branch warehouse is as often determined, 
perhaps, by the probable taxation to be in- 
curred as it is by the physical advantages. 
In my own experience many branches 
otherwise satisfactorily located have been 
closed on account of excessive taxation. 
Every item of cost incurred in carrying a 
branch warehouse stock is subject to in- 
dividual analysis and control, and each ex- 
penditure ought to be justified by the re- 
sults accomplished and the service per- 
formed. A manufacturer recently tried to 
convince me that the addition of a new 
product to his line would give him a lower 
distribution cost for this product than for 
the items already established, and that 
therefore it could be sold on a lower margin 
basis. A proper analysis of cost should 
certainly help in overcoming unsound 
thinking of this kind. Proper cost analysis 
of warehousing branch stocks will enable 
a manufacturer to determine: 
1. What merchandise should be carried. 
2. Where it should be warehoused, for 
a. Most economical freight costs, 
b. Lowest operating charges and taxes. 
. The maximum turn-over of stock, thus 
controlling the amount of space re- 
quired. 
. What customers should be served, and 
the profit point on “size of order.” 
. At what volume of business it is most 
profitable to 
. Do business through a jobber, 
- Do business direct, but with a fac- 
tory stock only, 
- Maintain a small stock with a ware- 
housing company, 
- Establish a complete branch ware- 
house, 

e. Set up a local manufacturing unit. 

I have indicated above that there is a 
more or less definite volume of business, de- 
pending upon the kind of product handled 
and the selling effort required, where it is 
more profitable to do business through a 
jobber than it is to attempt direct selling 
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through one’s own sales force. There is no 
question raised here as to the effectiveness 
of direct selling although I feel sure the 
jobber still has a very essential function to 
perform in the scheme of distribution; it 
has been very much the jobber’s own fault 
that he has lost out where intensive selling 
is needed. Yet we ought not to forget that 
intensive selling is expensive, and much of 
it has been made necessary in an effort to 
maintain an unduly high consumer price, 
when a more reasonable price might have 
reduced sales resistance and have given an 
equivalent net profit margin. 

Territorial expense, that is the cost of 
salesmen’s salaries, traveling expenses, 
commissions, bonuses, and sales supervision, 
is another major item in the total cost of 
distribution, and must be subjected to most 
careful analysis in order to obtain the best 
results. I suppose there are more criticisms 
of salesmen’s traveling expenses than of 
any other individual selling cost, and many 
lurking suspicions that the new overcoat 
or new pair of shoes is in the total, al- 
though not so declared. Yet I feel sure 
some of this criticism is due, not so much 
to the total money spent, as it is to the fact 
that the territory may be an unprofitable 
one, and that a lot of traveling may be 
done without tangible results. In such case 
management is the party to be censured. 

When a salesman is handling only one 
item of product it is not difficult to allocate 
all territorial cost to that item, though 
there ought to be some analysis of “cost 
per call” and “cost per customer.” When 
many unlike items are handled, the prob- 
lem is presented of allocating to each the 
sales effort required or expended, unless 
the plan be followed of considering all cost 
of sales effort in one general percentage 
of the sales dollar received. This may be 
quite practicable for accounting purposes 
and even for establishing selling prices, but 
is not sufficient if results are to be obtained 
from cost analysis. It may be found that 
too many calls are being made on certain 
customers who could not possibly provide 
enough business to make such calls pay. Or 
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perhaps some favorite towns, connected by 
fine roads, are receiving far more time and 
attention than they are entitled to receive. 
It will be found quite helpful to establish 
definite rules covering all salesmen’s ex- 
penses, stating what will or will not be al- 
lowed, and whether certain expenses in 
headquarter-towns are for personal or 
company account, particularly if the rules 
are enforced in codperative and friendly 
fashion. Cost analysis here will result in 
surprising economies. The salesman’s auto- 
mobile is a fruitful source of unproductive 
expenditures, and I have seen the average 
cost per mile of a large fleet of cars pro- 
gressively reduced from 7 cents to about 4 
cents per mile, with the average mileage life 
per car increased from 18,000 to almost 
30,000 miles, due to constant cost analysis. 
Equally satisfactory results have been ob- 
tained in other salesmen’s expenses, in some 
cases reducing the direct sales cost per 
territory as much as $600 a year. Prodi- 
gality in traveling expenses has no merit 
that I have been able to find, and where a 
large selling force is involved it is par- 
ticularly dangerous. Yet few items of sales 
expenditures are as poorly controlled by 
the average smaller concern. 
Compensation for salesmen is governed 
quite largely upon cost analysis. As a rule, 
the best paid men are the cheapest for the 
employer, not because they receive higher 
salaries, but rather because their greater 
contribution in sales made is entitled to, 
and receives, a greater reward. In most 
cases it will be found advisable to provide 
some incentive or bonus arrangement in ad- 
dition to salary, and such a salary plus 
bonus plan is usually to be preferred to 
straight commission, as it can take into ac- 
count other important factors than sales 
value. Low profit sales items can be given 
a lower bonus rating than higher profit 
items or specialties, while some bonus credit 
might be awarded for good collections on 
slow accounts, or for new accounts opened 
up; some weight in a bonus plan should cer- 
tainly be allotted for economy in traveling 
expenses. In spite of the fact that some ter- 


ritories are naturally productive and call 
for no unusual sales ability, while there are 
others where meager possibilities make it 
necessary to use lower priced and less ex: 
perienced men, cost analysis must be relied 
upon to provide the basis at least for sales- 
men’s compensation. 

Cost analysis in the field of Territorial 
expense will then result in 

a. Establishing a sound basis of com- 
pensation to the salesman. 

b. Reducing automobile and _ other 
traveling expenses to a reasonable cost 
relative to business done. 

Sales supervision and general sales ex- 
penses have not proven quite as control- 
lable as have territorial expenses. General 
sales executives may initiate analyses of 
subordinate costs, yet not fully welcome 
any questioning of their own. Also in many 
cases these general sales costs do not afford 
the same clear-cut opportunity for making 
savings as do the more direct expenditures, 
because they are difficult to measure in re- 
sults. For instance, organization member- 
ships, conventions, research work, and spe- 
cial trips are often matters of appropria- 
tion, and show few direct results yet may 
be extremely valuable. On the other hand, 
items such as telephone toll charges, tele- 
grams, stationery and postage, and office 
labor for billing, ledger posting, and record 
keeping, can be analyzed and made more 
productive. At one particular sales office 
the charges for telegrams were double those 
of a similar sales office in another location 
doing about the same amount of business. 
Investigation showed that one manager had 
almost a telegram complex, and used them 
on all occasions, most of which were un- 
necessary. Other managers have been par- 
tial to long distance telephone calls when 
there was no hurry needed and letters 
would have served just as well. 

The item of advertising is rather con- 
troversial from a cost analysis standpoint. 
As a factor in distribution it is of extreme 
importance and certainly should be subject 
to close analysis. Advertising as a division 
of expense covers far more than straight 
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publicity, that is, magazine and newspaper 
advertising and billboards. Much progress 
has been made in getting better results and 
in effecting economics in direct mail and 
special promotional activities where the re- 
turns can be better tied up with the work 
done. 

In the analysis of distribution costs we 
have been far too much exercised over the 
technical classification and allocation of 
expense than we have over the practical 


analysis of the expenses themselves. Of 
what use is it to subdivide a particular 
item of selling expense over many lines of 
product if the expenditure itself is too high 
or perhaps altogether without justifica- 
tion. We must through cost analysis lead 
the way to improved methods in the process 
of marketing, insisting upon knowing the 
why of every addition made to the cost 
of production and making each such addi- 
tion justify itself in service rendered. 
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briefly, to the importance of distribu- 

tion and distribution costs as elements 
in the business activities of today. It. is 
well recognized that as production has be- 
come more efficient and economical, con- 
stituting less and less of a problem, dis- 
tribution has become more complicated and 
costly, representing more and more of a 
difficulty. This fact does not in itself nec- 
essarily constitute criticism of existing 
distribution methods, but is simply an ex- 
pression of the conditions which have been 
brought about by economic, social, and 
technical developments of recent years. It 
is, however, certainly desirable that the 
distribution of the products of industry be 
accomplished economically, and that every 
effort be made to bring about reductions 
in the cost of distribution comparable to 
those which in the last half century have 
been brought about in respect to costs of 
production. 

The cost accountant has rendered inval- 
uable service to production engineers in 
their efforts toward cost economy. The 
present situation offers an outstanding op- 
portunity to the cost accountant to furnish 
equally valuable aid to the marketing spe- 
cialist in his task of obtaining mass dis- 
tribution at costs comparable with those 
effected in the factory under mass produc- 
tion. 

Cost accounting, as the accountant sees 
it, is primarily an analytical process. It 
involves not merely the determination of 
the cost of performing a given operation, 
or producing a given commodity, but also 
the proper allocation of all costs incurred 
by an enterprise to some operation or com- 
modity—so that the entire outlay of the 
business will be accounted for in terms of 
the costs of various elements. The cost ac- 
countant undertakes, then, to break down 
large and meaningless totals into under- 
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standable sections and divisions. He at- 
tempts to assign costs to those activities 
which individually or collectively are re 
sponsible for the cost. All business activi- 
ties give rise to costs. The problem is one 
of distinguishing the activities and meas- 
uring the costs applicable to each. 

It may be noted further that cost find- 
ing almost necessarily involves cost com- 
parison. A cost figure by itself is of little 
use until it can be compared with something 
else. The primary basis of comparison is, 
of course, the revenue resulting from the 
activity which has been costed; this means 
cost analysis in terms of profitableness. It 
is also worth while, however, to make cost 
comparisons in terms of a standard set 
in advance; this means cost analysis in 
terms of efficiency, or quality of perform- 
ance. Whatever cost work is to be done, 
then, will ordinarily be to determine either 
the margin between outlay and income, or 
the margin between actual outlay and an- 
ticipated outlay. These tasks may be de 
fined respectively as analyses in terms of 
profits, and analyses in terms of standards. 

Previous reference was made to costs as 
related to activities; this is a valuable con- 
ception to keep in mind. It is activities 
which produce costs. It may be worth 
while, however, in determining costs also as 
measures of the results of activities. The 
accountant’s first problem, in fact, is to 
decide how these costs are to be expressed 
—that is, what is to be costed. 

One may, for example, work up distribu- 
tion costs in respect to products distrib- 
uted, or in respect to territories served, 
distribution channels utilized, or classes of 
customers sold. The management may be 
interested in one thing at one time and an- 
other thing at another time. The account- 
ant should, therefore, adopt a technique 
which is flexible enough to give costs on 
any basis which may temporarily interest 


the n 

He 
twee 
most 

tion 

| coun 

term: 
niqu 

In 

prod 
tin 
cost 

door 

play 
one 
ing 

the « 

all t 

utin; 

| give 
dist 

bro 

dist 

‘ T 

mor 
for 

eral 

con 

in d 

esse 

cret 

pre 

use 

ite 

dis 

bre 

poi 

ple 

Al 

ma 

on 

di 

pr 

tie 

tri 

te 

bo 

pe 


The Technique of Distribution Cost Accounting 137 


the marketing or administrative executive. 

Here we may observe a distinction be- 
tween production cost accounting and 
most of the work done thus far in distribu- 
tion cost accounting. The factory cost ac- 
countant has worked almost entirely in 
terms of the cost of products and his tech- 
nique has been developed accordingly. 

In the factory, the character of the 
product is about the only thing which dis- 
tinguishes various productive activities for 
cost finding purposes. Beyond the factory 
door, however, distributive activities dis- 
play a multiplicity of characteristics, any 
one of which may be the basis for cost find- 
ing work. The accountant may work out 
the cost of distributing given products in 
all territories, and also the cost of distrib- 
uting all products in given territories, to 
given classes of customers, through given 
distribution channels. This opens up a 
broad field for the accountant interested in 
distribution costs. 

The preceding comments deal with the 
more general aspects of cost accounting 
for distribution activities. While these gen- 
eralities are worth keeping in mind, they 
convey little idea of the actual procedure 
in distribution cost analyses, and it is nec- 
essary to deal with the subject more con- 
cretely in order to convey any definite im- 
pression of what sorts of costs are involved 
and how they may be treated to produce 
useful results. 

It is important, first, to recognize what 
items are included under the heading of 
distribution costs. Distribution in the 
broad sense includes all activities from the 
point of completing the product—that is, 
placing it in salable form and condition. 
All expenses up to that point are those of 
manufacture; all expenses from that point 
on are those of distribution. 

Not only the activities which have to do 
directly with the selling and delivery of the 
product are included, but also other activi- 
ties which result indirectly from the dis- 
tribution process. Many costs of this lat- 
ter character (such as accounts receivable 
bookkeeping expense, credit department ex- 
pense, and bad debt losses and other items) 


are frequently grouped under the general 
heading of “administrative expense” in the 
books of account, but if they are definitely 
related to distribution (as distinguished 
from manufacture) they must be consid- 
ered in any analysis of the expense of the 
marketing function. 

With this broad range of expenses to be 
considered, it is clear that a number of 
subdivisions must be made for purposes of 
intelligent analysis. These subdivisions 
should follow the lines of functional ac- 
tivity within the distribution section of the 
business. The functions performed differ 
in various classes of business, but the fol- 
lowing general divisions usually require 
recognition: 

(1) Creating demand—consisting of ad- 
vertising and sales promotion work of all 
types, including preparation of advertis- 
ing copy, direct mail solicitation, and deal- 
ers’ helps. 

(2) Obtaining orders—including prin- 
cipally the compensation and expenses of 
salesmen, but also some order department 
work within the plant. 

(3) Storing, handling, and delivering 
products—including all costs of physical 
operations performed in carrying stock, 
packing, loading, shipping, transporting, 
and delivering products, with such clerical 
expense as is incident to these functions. 

(4) Extending credits and making col- 
lections—including not only credit investi- 
gation work, but also preparation of in- 
voices, keeping of accounts receivable, and 
issuance of customers’ statements. 

(5) Making analyses of sales, markets. 
—including all general research and cleri- 
cal work in the distribution division of the 
business not relating to one of the activi- 
ties previously mentioned. 

The first task of the accountant inter- 
ested in distribution cost analysis is to di- 
vide expenses in accordance with these gen- 
eral functions, and, further, in accordance 
with such subfunctions as may be impor- 
tant in the particular type of analysis pro- 
jected. ‘This often involves an entirely new 
approach to the classification of the ex- 
penses in the distribution group. 
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Where no considerable attention has 
been given to the proper treatment of dis- 
tribution expenses, it will usually be found 
that a simple bookkeeping classification is 
in effect, with divisions made in terms of 
“objects of expenditure” rather than 
“functions performed.” It is easier for the 
average bookkeeper to distinguish the dif- 
ference between insurance and taxes, and 
between packing supplies and bad debts, 
than it is for him to recognize that salary 
expense may fall into one group if the men 
are engaged in sales promotion, and into 
another group if they are actually taking 
orders, and still a third group if they are 
studying a market. 

Usually the most practical thing is to 
retain whatever simple classification, ac- 
cording to object of expenditure, that is 
in operation, and to subdivide each class 
of expense according to the function per- 
formed. Perhaps it would be better to state 
that the primary classification should be 
by function, with subdivisions according to 
objects of expenditure, but that distinc- 
tion is not of the first importance. In any 
event, it must be possible to determine the 
cost of conducting each activity, since it 
is only in terms of activities that the dis- 
tribution characteristics of various prod- 
ucts, sales channels, and sales territories, 
may be effectively studied. 

The second important point to be con- 
sidered is that the cost of any activity may 
usually be expressed as to product of a 
given quantity of functional service and 
the cost per service unit. The cost of ob- 
taining orders is not merely an order-tak- 
ing cost in the aggregate, but it is the cost 
of obtaining so many orders at so much 
per order. Similarly, the cost of invoicing 
is not a simple sum total, but represents 
the cost of preparing so many invoices at 
so much per invoice. For each activity the 
cost accountant must determine the proper 
unit of cost measurement—the factor 
which gives rise to the costs. Not until he 
has done this can the accountant speak 
with any assurance concerning the effect 
which various sales plans and procedures 
may have on future distribution expenses. 
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A simple illustration will make this clear, 
A manufacturing company undertakes 
program of sales expansion. It provides a 
larger budget for advertising and for sales 
promotion. A larger volume of sales is ex- 
pected to result. How will this effect the 
cost of obtaining orders, handling and ship. 
ping product, extending credits, and mak- 
ing collections? 

That depends on a number of factors. If 
the increased volume is to come from pres- 
ent customers in the form of larger indi- 
vidual orders, the cost of obtaining orders 
may differ little and other costs may 
change in insignificant amounts. On the 
other hand, if the increase in business is 
to come from additional orders from nu 
merous additional customers, the cost of 
order taking, shipping, billing, credits, col- 
lections, and other items may increase even 
more than the volume of business increases. 
A number of apparently successful sales 
campaigns have proved unprofitable, due 
to inadequate recognition of the impor- 
tance of these factors. 

A further advantage of analyzing dis- 
tribution expenses in terms of quantity of 
service, sales cost per service unit, lies in 
the possibility for placing responsibility 
more definitely on the various executives 
concerned. A sales manager will frequently 
be heard to say that he cannot properly 
be charged with costs related to the keep- 
ing of customers’ accounts in the account- 
ing department; he disclaims all responsi- 
bility for such expenses. Analysis will show, 
however, that the accounts receivable book- 
keeping cost depends in part on the num- 
ber of customers, and the number of im 
voices and only in part on the cost per 
posting and per account. The accounting 
department is responsible for efficient per 
formance in the latter respect, but has no 
control over the number of accounts it is 
required to carry, or the number of post- 
ings it is necessary to make; these are the 
direct reflection of selling and order-taking 
policies and plans. 

When the costing procedure has been de- 
veloped to this point, it is comparatively 
simple to make an assignment of distribu 
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tion costs by products or territories or in 
any other manner desired. If, for example, 
the cost of distributing through a certain 
sales channel is wanted, the accountant 
must determine the number of units of each 
type of functional activity which are re- 
quired in connection with that method of 
distribution, and the cost per unit of ren- 
dering each of these functional services. 
The aggregate costs thus determined will 
represent the expense of selling through 
the channel in question. This expense may 
then be compared with the sales margins 
obtained through that channel (to deter- 
mine profitableness), and also with stand- 
ards set for that particular selling method 
(to determine degree of performance). 

Most of the suggestions contained in the 
foregoing have to do with the analysis of 
costs rather than with the accounting for 
costs. Questions will be raised by account- 
ants as to how any change in the tradi- 
tional attitude toward distribution ex- 
penses will affect the bookkeeping for such 
expenses. The present discussion is not par- 
ticularly concerned with that point, but 
one or two features of the problem may be 
referred to briefly. 

In the first place, it will be readily ob- 
served that distribution cost accounting is 
not primarily a bookkeeping device for ac- 
cumulating values, as is production cost 
accounting. Expenditures made in the man- 
ufacture of articles are usually thought of 
as adding value to the product from stage 
to stage of the manufacturing process, and 
they are consequently regarded as addi- 
tions to inventory values until the product 
reaches the finished goods stage. While it 
may be argued that distribution expenses 
represent further additions to value, it is 
very frequently the case that many of the 
distribution expenses take place during the 
same accounting period in which the final 
sale of the product also takes place, so that 
the costs become profit and loss charges 
soon after being incurred. -Furthermore, it 
is much more difficult to allocate the dis- 
tribution costs to individual items or 
groups of product than is the case with 
manufacturing costs. 


1389 


There are, of course, many types of en- 
terprise in which certain of the distribu- 
tion expenses (particularly those of de- 
mand creation, and order taking) are in- 
curred well in advance of the sales realiza- 
tion. In such instances there is ample argu- 
ment for treating the expenditures in ques- 
tion as assets up to the time when the sales 
to which they relate are recorded in the 
accounts. 

The difficulty is in determining what pe- 
riods are actually benefited by the selling 
efforts. When this can be done, it would 
seem logical to treat the items as prepaid 
expenses, just as prepaid costs relating to 
plant operations are treated. Accountants 
generally feel, however, that when expenses 
are thus deferred they must have a definite 
measurable relationship to revenue produc- 
ing operations which will take place in the 
reasonably near future. Where advertising 
and promotion work done are of a very gen- 
eral character the arguments against at- 
tempting to defer them as prepaid expenses 
seem superior to those in favor of doing so. 

Probably the most important task of 
the accountant, so far as the bookkeeping 
for distribution expenses is concerned, is 
to keep the basic data in flexible form, so 
that they may be utilized quickly and eas- 
ily for any type of distribution cost analy- 
sis that may be desired. The development 
of distribution cost figures is for the pur- 
pose of aiding the management in planning 
and controlling operations. Because of the 
very nature of distribution activities, it 
may be necessary to approach the subject 
from many different angles at different 
times. It is probably impossible to devise 
a bookkeeping plan which will express in 
ledger accounts all the facts which might 
be wanted in connection with distribution 
studies. It is possible, however, to classify 
expenses according to functions and to re- 
cord the number of units of functional 
service utilized in connection with distrib- 
uting any given product or in any given 
territory. This information is basic and 
will be of the utmost value to the account- 
ant in presenting analyses which will be 
both intelligible and useful. 
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AVENUES OF ENTRY TO THE ACCOUNTING 
PROFESSION 


R. A. STEVENSON 


HERE is one major problem confront- 
ing the accounting profession that 
will occupy the attention of the ad- 
ministration of the Association of Univer- 
sity Instructors in Accounting this year. 
The avenues of entry into the practice of 
accounting are not clearly defined. It is 
extremely difficult for a young man who 
shows some aptitude in this field to deter- 
mine upon the proper method of prepara- 
tion to secure admission to the profession. 
Up to the present time the professional 
societies have not set forth the qualifica- 
tions of an accountant or the proper train- 
ing methods. It seems to me that the time 
has come for the practitioners and the 
teachers of accounting to attack this prob- 
lem with a view to establishing a relation- 
ship that compares with other professions 
such as law, medicine and engineering. 


The present situation perhaps is to be 
expected in a young and growing profes- 


sion. All the older professions went 
through experiences of similar character in 
their early years. It is only within rela- 
tively recent years that law schools and en- 
gineering colleges assumed the major réle 
in preparing candidates for admission to 
those fields. Accounting has passed the 
stage of infancy now and it seems that it 
should be ready to accept the implications 
involved in being recognized as a profes- 
sion. 

There are still some who look upon ac- 
counting as a trade or business but most 
practitioners prefer to be known as pro- 
fessional men and to have their occupa- 
tion recognized by the public as a profes- 
sion. Merely stating that the occupation is 
a profession, however, does not in itself 
establish its position in the minds of the 
public. There are certain attributes to 
every recognized profession. These may be 
considered under four heads: 

(a) The occupation involves a body of 
fundamental principles. The practitioner 


must have something in the way of special- 
ized knowledge that is not easily obtained 
by the layman. 

(b) The occupation must involve cer 
tain techniques. These consist of methods 
of procedure and practices. The lawyer 
has his court procedure; the doctor, his 
methods of diagnosis and of surgical pro- 
cedures. 

(c) Certain ethical standards guide the 
conduct of individuals in the occupation, 
particularly in their relations to each other 
and to the public. 

(d) The occupation involves a definite 
public interest. 

It seems to me that each of these tests 
of the professional status applies to the 
accounting field and constitutes an argu- 
ment for recognizing it as such. Certainly 
unless these attributes are present, there 
is no occasion for the legislation which has 
been passed to regulate the public practice 
of accounting. 

There are several different methods of 
training for any profession. The appren- 
ticeship method is the oldest but has been 
superseded in nearly all cases by some for- 
mal educational training. Even in the case 
of the apprenticeship method some sup- 
plementary reading and study is necessary 
under the guidance of a mature, expert 
enced member of the profession. Education- 
al institutions in some fields offer all of 
the necessary training for one desiring to 
be admitted to private practice. In other 
fields it is necessary to combine the ap 
prenticeship plan with the collegiate train- 
ing in order to round out the training 
process. In medicine a year or two of im 
terneship is required before a person is 
given a full right to practice. 

Up to the present time there has been 
no formal recognition on the part of the 
accounting profession of educational insti- 
tutions. Our state laws provide that any 
person who has completed a high school 


cour’ 

year 
fied | 

amin 

the a 

| back 
well 

can 

met 

the 
seem 

law 
thos 

tion 
unde 

ing 
prot 

par 

hav 

cou 

on 

q pro 
ous 

cou 

pro 
edu 

fun 
fun 

for 

de 

ha 

fac 
ma 

th 

pli 

: be 
Pe 

fes 

gi 

in 

d 

th 

st 

ly 
by 

Pp 

j 
to 
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course and has had a certain number of 
years of practice in the office of a Certi- 
fied Public Accountant may sit for the ex- 
amination. This would seem to indicate that 
the accounting profession assumes that the 
background of fundamental principles, as 
well as the techniques of the profession, 
can best be learned by the apprenticeship 
method. The large number of failures on 
the state examinations, however, would 
seem to indicate that the provisions in the 
law do not result in a careful selection of 
those who present themselves for examina- 
tion. Collegiate schools of business have 
undertaken the task of teaching account- 
ing as a part of the preparation for the 
profession. They have undertaken this 
partly because students in Universities 
have requested the introduction of such 
courses, but chiefly because of a request 
on the part of the profession itself. The 
professional associations have asked vari- 
ous institutions to introduce courses in ac- 
counting. It was doubtless intended by the 
profession in making these requests that the 
educational institutions would assume the 
function of presenting the background of 
fundamental principles, at least, necessary 
for success in practice. It is perfectly evi- 
dent that the schools and the profession 
have not codperated well in developing this 
type of training. This is evidenced by the 
fact that the profession has not given for- 
mal recognition to collegiate schools in 
their laws and regulations admitting ap- 
plicants to practice and by the large num- 
bers of failures in C.P.A. examinations. 

The reasons are not easily determined. 
Perhaps the members of the teaching pro- 
fession feel that the practitioners have not 
given evidence enough of what is desired 
in a University training program, and un- 
doubtedly those in private practice feel 
that the Universities have not offered in- 
struction on a satisfactory plane. Certain- 
ly criticisms have been leveled at each group 
by the others in recent years. Up to the 
present time there has been no basis for 
Judgment and no conclusions with respect 
to this situation could be reached. 

The report on “Classification of Ac- 
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counting Services” presented by Mr. John 
R. Wildman is the first constructive evi- 
dence of an analysis of the profession that 
might be used in an educational program. 
This report presents an analysis of the va- 
rious services rendered by accountants and 
could be used in a development of a train- 
ing program. This report was presented at 
the last meeting of the Association and it 
was proposed that a committee be ap- 
pointed to examine it and to report at the 
next meeting. 

In line with this suggestion a proposal 
was made to the President of the American 
Society of Certified Public Accountants 
that they join in the analysis of this report 
with the idea of making a thorough study 
of the whole training program in account- 
ing. There was a favorable response to the 
suggestion and as a result the joint com- 
mittee has been appointed. This committee 
has decided to center its activities for the 
present on the following questions : 

(a) What are the requisites for a suc- 
cessful practicing accountant? 

(b) What are the best methods of train- 
ing to meet these requirements? 

(c) What are the best testing devices 
to determine an applicant’s aptitude and 
capacity to practice? 

To answer these questions, of course, 
would require a very thorough survey and 
a study covering a long period of time. It 
is hoped that this joint committee, how- 
ever, will undertake the project in a con- 
structive way and that it will be carried to 
completion by the two associations within 
the next few years. For the present the 
chairman of the committee has been author- 
ized to start the investigation by an analy- 
sis of the examinations set by the State 
Boards. This study will reveal the pur- 
poses of various types of questions and in- 
dicate the extent to which they represent 
testing devices to determine the aptitude of 
the applicant with respect to various 
phases of accounting practice. This is the 
first step in a study which should have a 
far-reaching effect upon the profession and 
the educational institutions offermg work 
in the field. 
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E D T O 


Anyone who in- 
OVERBURDENED  dulges in a mental 
TERMS résumé of the ma- 
jor topics of ac- 
counting discussion for recent years would 
probably emerge with one or the other of 
two convictions: either that we are rapidly 
drifting away from the moorings of the 
older conceptions of the basic elements of 
accountancy, or that we are growing with 
considerable rapidity in new directions. 

The word “capital,” for example, has 
long been used as a term to indicate the in- 
vestment brought into a business by pro- 
»rietory interests. It was distinctly as- 
sociated with “contribution.” Statutory 
regulations concerning limited liability 
corporations further emphasized this con- 
cept by requiring that the proposed sum of 
capital be definitely stated from the very 
inception of the organization, that it be 
fully paid in, and that it be maintained in- 
tact against the encroachment of dividends. 
Capital stock was considered by legisla- 
tures and courts as representing owners’ 
contribution—the amount dedicated to the 
purposes of the business (and to the pro- 
tection of limited liability creditors) by 
those controlling the concern’s affairs and 
enjoying the residual profits, if any. 

Is accounting thought drifting away 
from this and other basic conceptions, or 
is it, as a lusty youngster, merely growing 
out of the garments in which it has for so 
long been clothed? 

No-par stock has brought occasional 
presentations of financial structures in 
which original contribution was divided be- 
tween capital stock and initial surplus. In 
this case the term “capital” means some- 
thing less than “contribution.” On the 
other hand, the introduction into the ac- 


counts of the appraised value of assets 
creates a “capital surplus” or a “revalua- 
tion capital.” In this case “capital” means 
something greater than “contribution,” 
“Capital,” seemingly, is becoming a var 
able quantity instead of one definite thing 
as it used to be. 

Standard costs and normal burden 
raise questions about the true nature of 
“costs,” “expenses,” and “losses.” If 
“standard” (i.e., assumed) figures repre 
sent “cost” and if any excess of actual over 
this amount represents “waste” (loss), 
there is herein an evident departure from 
the older basic conception of costs as an 
actual outlay. If costs can be “loaded” by 
means of depreciation calculated on re 
placement values for fixed assets, here is 
another departure from outlay in the direc 
tion of expediency. Or consider profit, for 
so long regarded as the return left for the 
owner after all costs have been covered. 
If the newer proposals prevail and replace 
ment prices be used throughout in the 
profit-and-loss calculation, the term “pro 
fit” will then be restricted to the difference 
between current replacement prices and 
selling prices, while the difference between 
original (cost) prices and replacement 
prices will be “fluctuation of currency 
variation,” “capital variations,” or the 
like. 

The fact of the matter is that the old 
connotations of these terms are still quite 
serviceable, but the terms themselves have 
undergone an energetic stretching. There 
still are such things as contributed capi 
tal, cost outlays, owner’s profits; but re 
finements in our thinking have reached 4 
point which makes it increasingly difficult 
for single words (such as capital, cost, 
profit) to carry single meanings as they 
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Editorials 


used to do. We ought to have the privi- 
lege of expressing a greater-than-contri- 
bution concept of capital as well as a smal- 
ler-than-contribution concept if these seem 
needed, but we cannot hope to do this suc- 
cessfully by using the one word “capital” 
for these ideas as well as for contribution. 
“Profits” cannot at the same time mean an 
over-all figure and the same figure less the 
amount of the fluctuation in the value of 
money; “cost” cannot at the same time 
mean financial outlay of dollars and an in- 
vestment of purchasing power. 

One hesitates to advocate forging new 
words out of cold Latin; yet the need for 
clarity of expression is being increasingly 
felt. Our language customs do not sanc- 
tion chaining the parts of a phrase to- 
gether by hyphens to make a word. Rich 
as our language is in accretions from many 
sources it still lacks the mobility of Ger- 
man. But we are not restricted in any way 
in the frequent use of qualifying and de 
scriptive objectives. We can be conscious 
of old meanings and at the same time of 
It is possible to 


the fact that we grow. 
keep pace in technical writing with a 
growth in technical thinking. If we remain 
blissfully unconscious of the inadequacy of 
old terms for unmodified modern use, then 


we are drifting indeed. As accounting 
grows it needs more precision in its lan- 
guage, not necessarily new words or big 
words, but carefully arranged words ac- 
companied by a nice taste for qualifying 
adjectives. A.C.L. 


In February, 1924, 

THE ULTRA- Messrs. Touche, Niven, 
MARES CASE & Co. audited for the 
fourth successive year 

the books of one Fred Stern & Co., Inc., of 
New York, a rubber importer and dealer, 
and prepared thirty-two copies of a bal- 
ance sheet to which the following certifi- 


cate, dated February 26, 1924, was af- 
fixed. 


We have examined the accounts of Fred 
Stern & Co., Inc., for the year ending De- 
cember 31, 1923, and hereby certify that 


148 


the annexed balance sheet is in accordance 
therewith and with the information and 
explanations given us. We further certify 
that, subject to provision for Federal taxes 
on income, the said statement, in our 
opinion, presents a true and correct view 
of the financial condition of Fred Stern & 
Co., Inc., as at December 31, 1923. 


According to the balance sheet, the net 
worth of the company (all the stock of 
which was owned by Fred Stern) was more 
than one million dollars. The Ultramares 
Corporation, professedly relying upon the 
balance sheet, began to loan money to the 
Stern Company on trust receipts in March, 
1924. Actually, the company was insolvent 
and the balance sheet false; in December 
of the same year the Stern Company col- 
lapsed. The Ultramares Corporation then 
sued Mssrs. Touche, Niven, & Co., and 
in the appellate division of the New York 
State Supreme Court (1) secured judg- 
ment of $208,058.97 for damages arising 
out of the negligence of the accountants but 
(2) was unsuccessful in reinstituting a 
charge of fraud and collusion on the part 
of the accountants’ employees with Stern 
officials, which had been dismissed by the 
trial court. The case was then carried to 
the highest court of the state by both 
plaintiff and defendant. Judge Cardozo in 
an exceedingly able and trenchant opinion 
reversed both findings. As to the first he 
stated that no cause of action for negli- 
gence lay as between the accountants and 
third parties; to have held otherwise would 
have meant an extension of the rule that 
in the absence of a contractual relationship 
one person cannot expect another to be 
careful. On the second finding the court 
held that the evidence presented at the trial 
should have been examined by the jury with 
the object of ascertaining whether fraud 
had occurred. Said the opinion: “Our hold- 
ing . . . does not relieve them [the ac- 
countants] if their audit has been so neg- 
ligent as to justify a finding that they had 
no genuine belief in its adequacy, for this 
again is fraud.” Misstatements arising 
from an “honest blunder” the court classi- 
fied as negligence. Gross negligence and 
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reckless misstatement, “the pretense of 
knowledge when knowledge there is none,” 
or an insincere profession of an opinion, 
the court suggested might well lead to a 
finding of fraud. 

Shortly after Judge Cardozo’s opinion 
was announced, the case was settled out of 
court, the terms of the settlement not being 
announced. To what extent, if any, the ac- 
countants acknowledged their liability is 
unknown. 

A review of the facts summarized by the 
court points to one or both of two con- 
clusions: (1) collusion existed between the 
accountants employed by Messrs. Touche, 
Niven, & Co. and the representatives of 
Fred Stern & Co., Inc. whereby the work- 
ing papers were effectively falsified or (2) 
the work of the accountants’ subordinates 
was not adequately supervised or reviewed. 
In either event it is important to note that 
legally the conclusion might have been 
fraud: for the principal is responsible for 
the acts of his agent as though such acts 
were performed by himself, while improper 
supervision or review would make impossi- 
ble any sincere expression of an opinion of 
accuracy. 

The evidence reviewed by the court re- 
veals shocking oversights: 

(1) Errors totaling $303,863.20 were 
found by the accountants in an inventory 
of $347,219.08 presented to them. The 
court stated that these errors should have 
at least given the accountants “ground for 
suspicion” of the entire enterprise. 

(2) A receivable of $113,199.60 from 
the Baltic Corporation, accepted by the 
accountants as an asset after being in- 
formed by Stern that the item represented 
a deposit against a future receipt of rub- 
ber, had no actual existence. 

(3) Certain accounts receivable had 
been pledged to as many as four banks at 
the same time, this information having been 
obtained by the accountants during the 
course of the audit. On the witness stand, 
they explained the matter away by assert- 
ing that the pledging did not affect total 
assets and total liabilities. 


(4) On Sunday, February 3, Romberg, 


the Stern accountant, added a fictitious 
item of $706,843.07 to Rubber Sales ac 
count, after Seiss, a Touche-Niven junior, 
had made postings thereto of $644,758.17 
which presumably represented all Decem- 
ber sales. The following day Seiss changed 
his footings without knowing that the false 
sales had not been journalized and without 
ascertaining whether the goods represented 
by them had been shipped. 

Since no direct suspicion of the prinei- 
pals was raised in the court’s opinion, per- 
haps the case may well serve as an example 
of the almost incredible errors that follow 
in the wake of improper control over an 
audit engagement. Whether the trouble lay 
in ignorant or fraudulent employees, in 
trusting supervisors working under no com- 
prehensive plan of review, in the haste with 
which the audit was brought to completion, 
is something the profession as a whole will 
doubtless never learn. Certainly there was 
incompetence somewhere along the line. 
Since Judge Cardozo’s opinion has been 
permitted by both sides to stand, it would 
seem reasonable to conclude that such in 
competence may be legally tantamount to 
fraud. 

Criticism has been directed against the 
American Institute of Accountants for its 
loan of counsel, inasmuch as it was patent 
from the start that the case involved the 
grossest sort of negligence. Such criticism 
is however, ill-founded. The Institute coun- 
sel acted as amici curiae, as did counsel for 
the New York State Society of Certified 
Public Accountants, and the questions 
raised were of primary importance to all 
accountants, in fact to all persons whose 
contacts raise the possibility of liability to 
third parties. Unhappy though the whole 
affair must have been to the defendants, 
the results of the case can be nothing but 
salutary to the profession. 


Judge Cardozo’s 

MEANINGLESS decision brings up 

CERTIFICATION the question 

whether ‘‘cer- 

tificates” in their present form have any 
real significance. 
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Editorials 


In the Stern certificate the auditors 
“certified” to two things: the agreement of 
the balance sheet with the books and their 
“opinion” of the correctness of the balance 
sheet. Concerning the former, it should be 
recognized that in American practice there 
is no demand for a statement of the corre- 
spondence between books and published 
balance sheets. The correspondence is im- 
plied by the acceptance of the statement; 
if the management has no confidence in it 
and refuses to accept it, outsiders will cer- 
tainly never see it. In English practice, 
with auditors appointed by and responsible 
to stockholders, a definite reason for cer- 
tifying to the correspondence exists. This 
half of the certificate might well have been 
omitted without subtracting from the 
worth of the whole. 

As to the opinion of correctness, the very 
vagueness of the terms “certify” and 
“opinion” ought now to condemn their use. 
Judge Cardozo made no attempt to analyze 
their meanings; he was content, quite 
properly, to infer that the auditors put 
forth the balance sheet as a correct state- 
ment of financial condition. The verbiage 
contained in the phrase “We hereby certify 
that, in our opinion,” here used with varia- 
tions, is more than technical. The last three 
words, which are comparatively recent ad- 
ditions, are intended to qualify the blanket 
indorsement implied by “certify,” in line 
with the modern viewpoint that a balance 
sheet is the result of good judgment rather 
than a setting forth of immutable facts. 
But the result is not only too many words; 
the exact meaning is left to speculation. 

If auditors must say something, why can 
they not substitute for these seven words 
the two words “we believe?” An “opinion,” 
according to Webster, “ does not imply the 
definiteness or weight of a judgment” while 
to “believe” means to “regard, accept, or 
hold as true.” It is submitted that the sub- 
stitution suggested would put the expres- 
sion within the pale of the layman’s under- 
standing and its simplicity and clarity 
would lend considerable strength to the 
auditor’s endorsement of the balance sheet. 
Stripped of its conventional but wholly 
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meaningless phrases the Touche-Niven cer- 
tificate might better have read thus: 

“We have examined the books of Fred 
Stern & Co., Inc., and we believe that the 
attached [not annexed, for what is at- 
tached is of greater importance than the 
certificate !] balance sheet presents the cor- 
rect financial position of the Company at 
December 31, 1928.” 

But why say anything? When Verifica- 
tion of Financial Statements has been satis- 
factorily revised, auditors should have a 
manual of procedure in which the minimum 
requirements of a balance sheet audit will 
be set forth. If no less than these stand- 
ards or any reasonable standards of an 
auditor skilled in his calling have been ob- 
served, the following, appended to a bal- 
ance sheet, should suffice: 

“Approved [or prepared by] 

Hyatt, Paterson & Co., 

Certified Public Accountants” 

or, if qualifications which cannot be in- 
serted in the balance sheet are necessary, 

‘Approved, with the following qualifica- 
tions: 

(1) Minutes of the stockholders and 
of the Board of Directors were 
not examined. 

(2) Fixed assets were verified only as 
to the additions thereto and de- 
ductions therefrom during 1930. 

Hyatt, Paterson & Co., 

Certified Public Accountants” 

It is submitted that the signature of an ac- 
countant on a balance sheet, with or with- 
out qualifications, as the occasion demands, 
answers the requirements of good practice 
and binds the accountant legally and mor- 
ally to an exercise of caution and good 
judgment. 


Montgomery says, 
wisely, that an audi- 
tor “is forced to as- 
sume that in any case 
the balance sheet may be submitted to 
credit grantors.” Perhaps it is a fortunate 
thing that such an assumption must be 
made. Otherwise a good many auditors 
would lose sight of the fact that the term 
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“public accountant” if it means anything 
at all connotes responsibilities to third 
persons. The realization of his responsi- 
bility to the public is the auditor’s best 
protection against personal liability for 
negligence. 

It has been urged that accountants carry 
insurance or incorporate and thus limit 
their liability. No worse contravention of 
their duties to third persons could be con- 
ceived. Another suggestion has been made 
that in certifying to balance sheets, the 
phrase “We hereby certify to you” be em- 


ployed. This is even worse; if the auditor 
must limit or deny altogether his responsj- 
bility to persons other than his employer, 
he would do better to label himself “pri- 
vate” accountant and issue no certificate, 

A worthier suggestion is the development 
and general adoption of an all-purpose bal- 
ance sheet, advocated by Montgomery, 
doubted by Canning. A remoulding of Veri- 
fication of Financial Statements and the 
inclusion therein of a well-considered all- 
purpose balance sheet would be of incalcu- 
lable value to the profession. 
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THE ACCOUNTING EXCHANGE 


FOREIGN ACCOUNTING TERMS 


For the present the lists will be confined to 
accounting terms from the German. The 
principal sources have been such works as: 
Nichlish, Handwérterbuch der Betriebswirt- 
schaft; Stern, Buchhaltungslexikon; Bott, 
Handworterbuch des Kaufmans; Price, Volks- 
wirtschaftliches W 6rterbuch. 


ERWERB (noun): gain, profit; profession, trade, 
business. 

Erwerben (verb): to acquire, to gain, to obtain. 

Erwerblos (adj.): unprofitable. 

Erwerbsbetrieb: state enterprise (as post office). 

Erwerbsgenossenschaft: co-operative industrial 
society. 

Erwerbsgesellschaft : trading company. 

Erwerbskredit : trade credit. 

Erwerbslos: unemployed. 

Erwerbsmittel: goods used for-gain. 

Erwerbsquelle: source of revenue. 

Erwerbssteuer: tax on source of income. 

Erwerbsvermégen: trading capital. 

Erwerbszweig: line of business. 


FINANZ: finance. 

Finanzausschuss: finance committee. 

Finanzbedarf: financial needs. 

Finanzjahr: fiscal year. 

Finanzkapital: capital consisting of stocks and 
bonds. 

Finanzkontrol: financial administration. 

Finanzperiode: fiscal or budgetary period. 

Finanzpolitik: financial policy. 

Finanzwechsel: financial bill. 

Finanzwesen: finance generally. 


GEWERBE: trade, business, profession, industry. 
Gewerbebank: industrial bank. 
Gewerbebetrieb: commercial activity. 
Gewerbeertrag: trading profit or yield. 
Gewerbeertragsteuer: tax on trading profit. 
Gewerbekapital: trading capital. 
Gewerbestatistik: industrial statistics. 


HANDEL: commerce, trade. 
Handelsakzept : trade acceptance. 
Handelsbank: commercial bank. 
Handelsbetrieb: a commercial undertaking. 
Handelsbetriebslehre: science of business. 
Handelsbilanz: balance of trade. 
Handelsbranche: line of business. 
Handelsbuch: account book. 
Handelsfihig: marketable. 


Handelsfirma: commercial firm. 
Handelsgenosse: partner. 
Handelsgenossenschaft : partnership. 
Handelsgeschift: a firm; a business transaction. 
Handelsgesellschaft : trading association. 
Handelsgesetz: commercial law. 
Handelsgesetzbuch: (H.G.B.] commercial code. 
Handelsgewinn: trading profit. 
Handelskapital: trading capital. 
Handelskunde: commercial science. 
Handelsmann: trader, merchant. 
Handelspapier: commercial document (e.g., bill of 
lading). 
Handelsrecht: law merchant. 
Handelsspanne: ‘“‘mark-up.” 
Handelsverkehr: commercial intercourse. 
Handelswaren: merchandise. 
Handelswechsel : trade acceptance. 
Handelswert: market value, present price. 
Handelswesen: commerce in general. 
Handelswissenschaft: science of commerce. 


INDUSTRIE: large scale industry. 
Industrieanlage: industrial investment. 
Industriebetrieb: industrial establishment. 
Industrieertrag: returns of manufacturing. 
Industrieerzeugnis: product of industry. 
Industriemarke: trade mark. 
Industrienorm: industrial standard. 


KASSE: cash. 
Kassenbeamter: cashier. 
Kassenbestand: cash on hand. 
Kassenbuch: cash book. 
Kassendarlehn: cash advance. 
Kassendefizit: cash deficit. 
Kassenanlage: deposit. 
Kasseneintrag: cash entry. 
Kassenfiihrer: treasurer. 
Kassenkladde: rough cash book. 
Kassenposten: cash entries. 
Kassensoldo: cash balance. 
Kassenskonto: discount for cash. 
Kassenskontro: cash (memo) book. 
Kassenwesen: finance generally. 


KAUF: purchase. 

Kaufantrag: purchase order. 

Kaufbrief: bill of sale. 

Kaufbuch: purchases book. 

Kaufgeld: purchase money; earnest money. 
Kaufgeschiift: mercantile transaction. 
Kaufgut: merchandise. 

Kaufherr: merchant. 

Kaufmann: merchant. 
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Kaufpreis: purchase price, prime cost. 
Kaufverkehr: buying activity. 
Kaufwert: market value. 


KONKURS: failure, bankruptcy, meeting of cre- 
ditors. 

Konkurserklirung: declaration of bankruptcy. 

Konkursgliubiger: creditor (in bankruptcy). 

Konkursmasse: bankrupt’s assets. 

Konkursschuldner: debtor in bankruptcy, the 
bankrupt. 

Konkursverwalter: receiver, trustee in bank- 
ruptcy. 


KREDIT: credit. 

Kreditaufnahme: raising of credit. 
Kreditbank: loan bank. 
Kreditbemessung: fixing amount of credit. 
Kreditbeschriinkung: restriction of credit. 
Kreditfihig: trustworthy, solvent. 
Kreditkauf: credit purchase. 
Kreditkontingent: total credit quota. 
Kreditkrise: credit stringency. 
Kreditposten: credit entry. 


LAGER: warehouse, storeroom. 
Lageraufnahme: stock-taking. 
Lagerbestand: stock on hand, inventory. 
Lagerbuch: stores ledger. 

Lagergeld: storage costs. 
Lagerhaltung: warehousing. 
Lagerkapital: goods in stock. 
Lagerkonto: storage account. 
Lagerpreis: cost plus delivery charges. 
Lagerspesen : storage expanse. 
Lagerverwaltung: warehouse management. 


PREIS: price. 

Preisabnahme: decline in price. 
Preisabschlag: deduction allowance. 
Preisangabe: price quotation. 
Preisbericht: market report, price list. 
Preisberechnung: calculation of price. 
Preisbesserung: recovery of prices. 
Preisbewegung: movement of prices. 
Preisbildung: manner in which price is found. 
Preisgestaltung: formation of prices. 
Preisgut: medium of exchange. 
Preiskurrant: current price list. 
Preisniveau: price level. 

Preispolitik: price policy. 
Preispriifung: control of prices. 
Preissatz: valuation, estimate. 
Preisschwankung: fluctuation of prices. 
Preissenkung: fall in prices. 
Preissteigerung: rise of prices, appreciation. 
Preissturz: price collapse. 
Preisverzeichnis: price list. 


STEUER: tax. 
Steuerabzug: deduction of tax at source. 
Steuerbehérde: board of taxation. 
Steuerbetrag: amount received from tax. 
Steuerbilanz: balance sheet for tax purposes. 
Steuereinnahme: collection of taxes. 
Steuerleistung: sum paid as taxes. 
Steuerschein: tax receipt. 

Steuerschuld: tax indebtedness. 


VERKAUFP: sale, selling. 
Verkaufsabteilung: sales department. 
Verkaufsauftrag: selling order. 
Verkaufsaufwendung: cost of goods sold. 
Verkaufsbuch: sales book. 
Verkaufsertrag: proceeds of sale. 
Verkaufsertriige: net sales. 


Verkaufslager: sales room; goods on consignment. 


Verkaufspreis: sales price. 
Verkaufsrechnung: account sales. 
Verkaufsstelle: shop, store. 
Verkaufssteuer: sales tax. 
Verkaufsvertrag: sales contract. 
Verkaufszeit: time necessary to sell an article. 
Verkaufsziel: day of payment. 


WAREN: goods, merchandise. 
Warenabsender: consignor. 
Warenabteilung: merchandise department. 
Warenangebot: supply in the market. 
Warenaufnahme: stock taking. 
Warenbestand: stock in trade. 
Warenbuch: warehouse book, stores ledger. 
Warenempfinger: consignee. 
Warengeschiift: general merchandising. 
Warenhaus: department store; warehouse. 
Warenkonto: goods account. 
Warenkredit: open book credit. 
Warenkurs: selling price, offered price. 
Warenlager: warehouse. 
Warenlieferung: goods supplied, consignment. 
Warenpreis: market quotation. 
Warenrabatt: sales discount. 
Warenrechnung: invoice. 
Warensendung: consignment, shipment. 
Warenskontra: warehouse memo book. 
Warenumlauf: circulation of goods. 
Warenumsatz: (sales) turnover. 
Warenverkehr: exchange of goods. 
Warenverzeichnis: list of goods, price list. 
Warenvorrat: stock of goods. 
Warenwechsel: commercial bill. 
Warenzeichen: trade mark. 


WECHSEL: exchange, bill of exchange. 
Wechselabschrift : duplicate of a bill. 
Wechselabteilung: discount department. 


We 
We 
We 
We 
We 
W 
W 
We 
We 
W . 
We 
Wi 
We 
Wi 
W 
W 
W 
W 
W 


The Accounting Exchange 149 


Wechselagio: premium on exchange. 
Wechselakzept: acceptance. 
Wechselakzeptant: drawee of bill. 
Wechselaufsteller: drawer of bill. 
Wechselbestand: bills on hand. 
Wechselbrief : bill of exchange. 
Wechselbuch: bill book. 
Wechselforderungen: bills receivable. 
Wechselgeber: drawer, acceptor. 
Wechselgiro: endorsement on a bill. 
Wechsellombard: advance on bills. 
Wechselnehmer: buyer of a bill. 


Wechselobligo: liability under acceptance. 
Wechselpapier: “paper,” bills of exchange. 


Wechselpflicht : endorser’s liability. 
Wechselschulden: bills payable. 
Wechselsendung: remittance of bill. 
Wechselumlaufsitze: bill transactions. 
Wechselverfallbuch: bill “tickler.” 
Wechselzahlung: payment of or by a bill. 
Wechselzins: discount. 

WERT: value, price. 

Wertansatz: valuation. 
Wertbestindigkeit: stability of value. 
Wertbrief : registered letter. 
Werteinheit: unit of value. 
Werterhéhung: appreciation. 
Wertgegenstand: object of value. 
Wertgleichheit: parity, par. 
Wertkonsumtion: obsolesence. 
Wertmehrung: increase of value. 
Wertminderung: decrease in value. 
Wertpapier: security. 


Wertschaffung: creation of value. 
Wertschwankung: market fluctuation. 
Wertsteigerung: appreciation. 

Wertstiicke: assets. 

Wertveriinderung: change in value. 
Wertverfall: collapse, depreciation of currency. 
Wertzuwachs: appreciation, value increment. 


VERWALTUNG: administration (especially gov- 
ernment). 
Verwaltungsaufwand: cost of administration. 
Verwaltungsausgaben: administrative expenses. 
Verwaltungsausschuss: executive committee. 
Verwaltungsbeamte: executive. 
Verwaltungskosten : management expenses. 
Verwaltungsrat: board of management. 
Verwaltungsrechnung: administrative account. 
Verwaltungsunkosten: expenses of management. 
Verwaltungswesen: administration, management. 


ZAHLUNG: payment, discharge, settlement. 
Zahlungsangebot: offer of payment. 
Zahlungsaufforderung: demand for payment. 
Zahlungsbilanz: balance of payments. 
Zahlungsfihig: solvent. 

Zahlungskraft: paying or purchasing power. 
Zahlungskredit : trade credit. 
Zahlungsmittel: circulating medium. 
Zahlungsschwierigkeit: financial difficulty. 
Zahlungsunfihig: insolvent. 
Zahlungsverbindlichkeit : liability to pay. 
Zahlungsverschreibung: promissory note. 


A. C. LirtLeton 
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New York Laws Affecting Business Corporations, 
Annotated, revised to May 11, 1930, Eleventh 
Edition. (New York: U. S. Corporation Com- 
pany. Pp. 446.) 

This Reviewer, in June, 1930, issue of Tue Ac- 
countinc Review, Volume 5, No. 2, was given the 
privilege of commenting most favorably upon the 
previous or tenth edition of this same book. That 
which was expressed in such previous review seems 
to answer with equal force concerning the eleventh 
edition of this most excellent work. 

This eleventh edition, as a “synoptic presenta- 
tion” of the corporation statutes of New York, 
should prove most “helpful in locating, without 
loss of time, those statutory provisions which are 
most frequently used in daily practice.” “Practice,” 
in this connection, applies with equal force to 
those who hold themselves out as members of the 
accountancy profession as much as it does to those 
who are members of the legal profession. 

“As now brought to date, the Synopic Analysis 
constitutes a unique and scientifically formulated 
adjunct to the recently revised corporation statutes 
of the State of New York.” 

In this convenient working copy of New York 
private business corporation law, there are included 
the: 

General Corporation Law 

Stock Corporation Law 

Business Corporations Law (provisions re- 
maining) 

Tax Law (provisions applicable to private 
business corporations) 

Uniform Stock Transfer Act 

Statutory provisions relating to monopolies 
and to fraudulent practice in respect to 
corporate securities. 

Membership Corporations Law (articles of 
general application plus certain articles 
of special application) 

General Associations Law 

Civil Rights Law (provisions applicable) 

Partnership Law (provisions applicable) 

Penal Law (provisions applicable) 

General Construction Law (provisions ap- 
plicable) 

Civil Practice Act (provisions applicable) 

State Constitution (provisions applicable) 

In addition to all this, the synoptic analysis shows 
the relationship of the various corporation laws, 
and their codrdination. In view of this collection 
of vitally practical material, the average. account- 
ant’s knowledge of corporations seems to be al- 
most as but a drop in the bucket when compari- 
son is made with what should be his knowledge 
thereon. 

It is important to note that the last legislature 
adopted “twelve separate acts within the publica- 
tion’s scope, amending twenty and adding two new 
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sections.” Although many of these acts, especially 
those which amended the corporation law and tax 
law, are of primary significance to the work of an 
attorney, they are also of fundamental impor- 
tance to the accountant who desires to advance be- 
yond the stage of pure (even logical) accounting 
theory. 

The book is replete with annotations of court 
decisions, and inasmuch as wherever possible the 
exact language of the court has been employed, 
this work should prove to be a valuable and au- 
thoritative supplementary text (almost a basic 
text) on the law of corporations within this par- 
ticular jurisdiction. This is noticed particularly 
when one studies the subject arrangement: 

I Corporate Authorization 

II Corporate Procedure 

III Corporate Structure 

IV Corporate Personnel 

V Corporate Powers, Rights, Duties and 

Limitations 

VI Corporate Termination 
VII Corporate Reorganization and Extension 
VIII Fees and Taxes 

IX Foreign Corporations 

It is difficult to conceive how a teacher of mod- 
ern corporation accounting can “put his work 
across” in a practical fashion without almost daily 
reference to a work of this character. 

Grorce E. BENNETT 


A System of Accounting Procedure for Livestock 
Ranches, Frederick W. Woodbridge. (The Uni- 
versity of Texas, Bureau of Business Research, 
Bulletin 3040, 1930. Pp. 193.) 

This study in ranch accounting was undertaken 
at the request of leaders in the livestock industry. 
The result is a detailed analysis of a complete 
ranch accounting system designed to be useful 
especially to ranchmen interested in putting their 
operations on a better business basis, to account- 
ants who keep books for ranchmen, and to many 
students from ranch homes who are interested in 
ranching as a business. 

The bulletin is divided into three major parts 
treated in the following order: Original Papers, the 
Journal, and the Ledger. 

Much stress is given the first division on Origi- 
nal Papers, because of the fact that many ranchers 
do not have the time or inclination to keep their 
own accounts. Because of the nature of the cattle 
business, in a great many instances the more techni- 
cal accounting process can be carried on by public 
accountants in a nearby town. It will be neces- 
sary for the rancher to see that the primary data 
contained in original papers get to the person who 
is keeping the books. As each original paper is 
discussed an illustration thereof is presented for 
the reader. Particular stress is given the inventory 
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records which are of so great importance in this 
business. 

The journal is the only book of original entry 
used in the system being presented. It is a well- 
designed cash journal completely illustrated and 
carefully explained. 

Discussion of the ledger accounts is divided into 
five parts as follows: Assets, Liabilities, Proprie- 
torship, Income, and Expense. Each of the ac- 
counts of each division is discussed and illustrated, 
particular care being taken to tie them up with the 
journal, frequent illustrations of which are pre- 
sented as the discussion progresses. Of particular 
interest is the discussion of proprietorship ac- 
counts wherein the principles of single proprietor- 
ship, partnership, and corporation accounting ap- 
plicable to the ranch industry are admirably pre- 
sented. 

As a subdivision of the third part of the Bulle- 
tin the author discusses the principles of the trial 
balance, adjusting, and closing entries. Illustrations 
are presented in order to make clear the proced- 
ures involved. Finally illustrative financial state- 
ments are presented consisting of balance sheet 
and profit and loss statement. In the latter gross 
profit by cattle, sheep, and goat departments is 
determined. From total gross profit operating ex- 
penses are deducted to find net profit from opera- 
tions. 

The Bulletin as a whole is well written, con- 
taining thirty illustrations amply discussed in a 
simple manner. None but orthodox accounting prin- 
ciples are presented, and there are many excel- 
lent procedures not found in every textbook on ac- 
counting. The system is designed to conform with 
Federal Income Tax requirements, discussion of 
which is presented from time to time. The Bulle- 
tin would be a valuable addition to the systems 
section of an accountant’s library. 

G. G. FuLterton 


Raw Materials of Industrialism. Hugh B. Killough 
and Luch W. Killough (New York: Thomas Y. 
Crowell Company. 1929. Pp. 407. $3.75.) 
Today we are faced with the fact that the 

ability to control adequate sources of the more es- 

sential raw materials is an aim of every nation. 

In our slow shift from an agricultural civilization 

to the more mechanized status of today the need 

for raw materials as a source of prosperity and 
growth has become more and more important. Un- 
doubtedly control and exploitation of raw ma- 
terials is one of the principal causes for the growth 
of the largest and strongest nations. How im- 
portant a single raw material may become has 
been exemplified by the struggle to control oil 
fields throughout the world. The possession or lack 
of a single commodity may change the whole eco- 
nomic picture of a nation. The importance of vari- 
ous raw materials is becoming more pronounced as 
civilization advances. This book in bringing to the 
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attention in concise form some of the principal fea- 
tures of the important raw materials serves a real 
purpose. In this treatise, no one material is dealt 
with in an exhaustive fashion but a general idea 
of the relative importance, use, and characteristics 
of most of the essential raw materials is given. The 
subject is introduced through an historical treat- 
ment which shows the growth of raw material 
needs as civilization advances. Not only is the in- 
creased demand for raw materials because of the 
growth in population, which has doubled in the 
last century, stressed but the ever-increasing per 
capita consumption as a progressive civilization 
makes new demands on raw material resources is 
also emphasized. In addition, a summary of the 
new economic problems created by methods of pro- 
duction is included in the introduction. 

The first group of raw materials treated comes 
under the classification of food supply. The rela- 
tion of the world’s population and requirements to 
its food supply introduces this section, which con- 
siders in order important cereals, potatoes and 
sugar, meat and fish, dairy and poultry products, 
and finally fruits and vegetables. A summary of the 
section states some of the most pertinent facts 
concerning the food supply of the world. 

The second section of the book takes up textile 
fibers, which include cotton, wool, silk, and rayon. 
Under cotton is given a history of cotton, its uses, 
location of the manufacturing industry, and a num- 
ber of tables which contain pertinent statistical 
data. Wool, silk, and rayon are treated in much 
the same manner. The third section considers prod- 
ucts of the forest, which include wood and rubber. 
Then the book takes up sulphur and metals, which 
include gold and silver, copper, and iron. Fuels 
and power are discussed in the next section, which 
considers coal, petroleum, and water power. The 
next grouping contains a number of minor com- 
modities such as tin, nitrogen, potassium, hides, and 
skins. Other more specialized commodities such as 
hemp and sisal, rattan, chicle, bristles, asbestos, 
and shellac are also noted. Mention is also made 
of some minor raw materials produced in the 
United States for consumption and export, such as 
tobacco, lead, zinc, and aluminum, 

The concluding section of the book consists 
of two chapters which deal with the influence of 
raw materials upon economic thought and practice. 
Here the writers sketch rather generally such sub- 
jects as raw materials and the doctrine of free 
trade, raw materials and the theory of protection, 
twentieth century transitions in Great Britain and 
the United States, the theory of dumping applied 
to agricultural raw materials, and government con- 
trol of raw materials. In this section a number of 
very interesting questions are raised. Most of these 
the authors happily do not attempt to answer, as 
there is no definite solution to most of the problems 
considered. It is difficult to see how the authors 
could have made positive statements about these 
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questions without arousing endless controversy. As 
can be seen from the titles, all these topics are of 
live, current importance, particularly in our pres- 
ent industrial civilization. 

The last chapter of the book is entitled “Raw 
Materials a Cause for Penetration of Undeveloped 
Regions.” In this chapter the distinction between 
the motives for imperialism in olden times, as com- 
pared with today, is drawn. The authors bring 
out the point that our old motive for imperialism 
was largely the need for more space and food. 
As civilization advanced, other motives for im- 
perialism inserted themselves, such as a need for 
slaves, desire for gold, silver, and precious stones, 
and opportunities to collect indemnities from con- 
quered peoples. Today, to quote the authors, “It is 
perfectly apparent, however, that the need of in- 
dustrial countries for raw materials and markets 
was among the causes for territorial acquisitions 
during the nineteenth century. It is equally ap- 
parent that the need for raw materials and markets 
is the dominant motive for imperialism.” From 
that point the chapter sketches some of the at- 
tempts of the leading nations to increase their 
domination over the raw material sources of the 
world. The United States, England, Germany, and 
Japan are included. The book concludes with the 
statement: “Never before has a comprehensive 
knowledge of the world’s material resources and 
their apportionment among various regions been 
so necessary to an understanding of the growth of 
industrialism throughout the world as it is at the 
present time.” 

The authors have been sensible in restricting 
this work to a rather elementary treatise on most 
of the raw materials of the world. It was evidently 
difficult to select from the mass of information 
which was available the most suitable material for 
inclusion in such a book, From the standpoint of 
general information, though, most of the pertinent 
data which suggests itself to the reader is at hand. 
One weakness of such a work which is no fault of 
the authors is the rapidity with which the tables 
and graphs become out of date; any treatise of 
this description suffers from the same critcism, 
however, and as yet no way has been found to 
circumvent this difficulty. While undoubtedly the 
person who desires details concerning a particular 
raw material will have to go beyénd this book, 
it does point out the pertinent facts concerning 
the materials covered and will undoubtedly serve 
as a very useful reference to the student and teach- 
er in economics and in many other fields. 

D. H. Srrorner 


Funds and Their Uses. Revised edition, enlarged 
and edited by Henry B. Hall. Frederick A. 
Cleveland. (New York: D. Appleton & Com- 
pany. 1922. Pp. x-425.) 

This volume first appeared in 1901 and was soon 
recognized as a valuable addition to the literature 
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of finance. It covered certain phases of the subject 
in a way which no other book had succeeded in do- 
ing up to that time. But events have moved with 
considerable rapidity in the years since 1901 and a 
revision became necessary. This service has been 
rendered by Dr. Hall, and the book now presents 
a fairly comprehensive account of fundamentals of 
finance up to 1920. 

The scope of the treatment can be gathered 
from the author’s definition of funds. “A ‘fund’ 
is a collection, or store, or amount of something 
by means of which purchases and payments may 
be made.” The volume then proceeds to analyze 
money funds, credit funds, instruments of trans- 
fer of credit funds, the means of obtaining funds, 
their source, and the various financial institutions 
involved in providing and handling them. 

The treatment is clear and practical and there 
is a wealth of illustrative material of both prac- 
tical and historical value. The method of present. 
ing the subject is such that principles are evolved 
from definite and practical situations readily 
grasped by students to more complicated ones not 
so easily grasped by any other method of approach. 
In other words, the book is pedagogically sound. 

As to subject matter it may be said that for the 
most part the presentation is excellent. However, 
certain matters have been treated hastily or else 
overlooked. Thus, it is said (p. 102) that capital 
stock is the total amount of capital funds of a 
corporation invested by its shareholders. Aside 
from the questionable use of the term invested one 
can but wonder about the status of surplus. Does 
not the surplus represent funds invested by share- 
holders? The statement as to disposition of earnings 
of Federal reserve banks (p. 259) is hardly ade- 
quate. “Provision is made for a surplus fund which 
shall amount to 100 per cent of the subscribed 
capital of each bank. Each year 10 per cent of the 
earnings is transferred to the surplus account.” 
But it should be said that the 10 per cent is trans- 
ferred only after the accumulated surplus equals 
100 per cent of the subscribed capital stock. It is 
also stated that “All paper must have a maturity 
of not more than ninety days, except that drawn 
for agricultural purposes, which is allowed to run 
for six months” (p. 261). Section 13a of the re- 
serve act as amended in 1923 makes eligible agri- 
cultural paper having a maturity of not more than 
nine months. It is also asserted that Federal re- 
serve notes have elasticity (p. 268) without quali- 
fication. The statement is true, if limited to sea- 
sonal elasticity but as for cyclical elasticity it 
should be said that that is of the managed rather 
than the automatic sort. Again, (p. 265) it is said 
that these notes have distinct homing power, an- 
other statement that requires much qualification. 
In the chapter on Savings Banks, it is said that 
“profit cannot be greater than the total service 
rendered; . .. profit... will be the difference 
between the cost of the thing sold and the price 
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obtained. . ..” Yet, price presumably measures the 
total service rendered. In the discussion of Federal 
land banks (p. 359) it is stated that the United 
States owns over $6,500,000 of the capital stock 
of these banks. This may have been true in 1920 
but it is far from the case today. On the same 
page it is said that “the individual farmer who 
borrows is always necessarily a member of one of 
these local associations.” The law specifically pro- 
vides for loans to farmers where no association 
exists, and it also permits loans to one borrower 
up to $25,000 instead of $10,000 as stated (p. 360). 

It is apparent that no text covering the field to 
which this one is devoted can long remain service- 
able without revision. Economic organization is sub- 
ject to forces which make for change and these 
changes are reflected in changes in legislation which 
affects financial institutions and methods. A teacher 
of applied economics must constantly keep abreast 
of these changes and in this respect his work is 
more exacting than is the case for teachers of such 
subjects as mathematics, for instance. This text, 
while excellent in treatment of fundamental con- 
siderations, loses much of its serviceability because 
of its present need for revision. 

E. A. 


Wall Street. Charles F. Hodges. (New York: Wall 
Street Business School. 1930. Pp. viii, 512. $6.) 
This volume is a handbook of detailed informa- 

tion concerning the machinery of the stock market. 
The first chapter is devoted to the organization 
and rules of the New York Stock Exchange. The 
organization and operations of a brokerage house 
are then taken up and explained in great detail. 
Separate chapters are devoted to the order de- 
partment, the margin department, and the various 
other departments. Among the valuable features of 
the books are the sections given over to terms and 
definitions and to the symbols and abbreviations 
used on the stock exchange. 

The book is entirely devoid of statistical and 
economic analysis and information relating to the 
stock market. It is concerned solely with the ma- 
chinery of the market. In this narrow field the book 
is a distinct contribution to stock market literature. 
It should be a valuable reference work for specu- 
lators and investors and of especial value to those 
students who anticipate going into-the brokerage 
or investment house business. 

Viner, WILLIT 


Successful Speculation in Common Stocks. By Wil- 
liam Law. (New York: Whittlesey House, Trade 
Department of McGraw-Hill. 1980. Pp. xv, 420. 
$3.50.) 

“Writing under the pseudonym of William Law, 
the author, who is a final executive of one of the 
leading institutions of the country, boldly analyzes 
the technique of stock speculation, pointing out 
its essential risks, but showing how these may be 
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minimized by a mastery of the intricacies of trad- 
ing and a knowledge of fundamental values.” 

The first part of the book, consisting of twelve 
chapters, deals with the Mechanism and Tools of 
Stock Speculation and considers the following spe- 
cific topics: 

Speculation Defined—The Most Important 
Requisites of Success. 

Margin Trading 

Execution of Orders and the Stock Ticker. 

The Placing of Orders. 

Commissions, Taxes, Interest, and Records 

Short Selling 

Stop Orders 

Chart and Tape Reading 

Puts and Calls 

Pyramiding, Averaging, Buying on Scale 

Sources of Information. 

Investment and Statistical Services. 

Part 2 deals with the Influences Affecting the 
General Level of Common Stock Prices: 

Different Meanings of Value as Applied to 
Stocks 

Fluctuations in Stock Values and Their Pri- 
mary Causes 

The Business Cycle 

The Influence of Business Activity and In- 
dices on the Stock Market 

The Influence of Credit Conditions on the 
Stock Market 

Technical Condition of the Stock Market 

Miscellaneous Influences Affecting the Gen- 
eral Level of Stock Prices 

The third part of the book has forty-one chap- 
ters which give excellent summaries of the princi- 
pal groups of stocks, such as railroads, utility, 
iron and steel, copper, oil, chemical, automotive 
and accessory, tobacco, chain-store and mail-order, 
and food and food product stocks, and which also 
give valuable information concerning judging in- 
dividual stocks. Three additional chapters in this 
part describe the panic of 1929, geographical 
groupings of railroads, and modern finance. The 
chapter on the geographical groupings of railroads 
seems to the reviewer to be particularly good. 

In spite of the fact that the title is one which 
has a popular appeal, the tone of the book is dis- 
tinctly conservative. One gains the impression 
through reading it that the author is a thorough 
student of business and finance and that he writes 
fortified by much experience. 

Artuur W. Hanson 


How to Audit: A Manual of Procedure. By the 
Staff of Miller, Franklin & Company. (New 
York and London: Harper and Brothers. 1980. 
Pp. xi, 283. $4.) 

This book has four principal sections: 
1. General Instructions 
General Instructions for a Statement of 
Condition Audit of a Manufacturing or 
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Merchandising Concern. 
Current Assets 
Investments and Sinking Funds 
Fixed and Other Assets 
Liabilities and Capital 
Statement of Operations 
Miscellaneous Remarks 
Work Reports—Manuscript 
Finished Reports 

2. Standard Paragraphs for Audit Reports 
Introductory Letter—Form of Certificate 

3. Bank Examinations 

4. Brokerage Audit Suggestions 

The first section sets forth commonly accepted 
methods for the verification of the records. In it 
very little really new material appears. In fact 
some of the material appears to follow almost to 
the word the Federal Reserve Board’s pamphlet 
entitled “Verification of Financial Statements.” On 
page 90 it is stated that. “In the preceding instruc- 
tions we have spoken dogmatically, but the practice 
as laid down is in accordance with that of the 
Federal Reserve Bank.” The examination program 
and other forms presented should be helpful. 

The standard paragraphs for audit reports are 
good as illustrations, but to follow them always in 
the preparation of reports would result in prosaic 
monotony which a professional man should care- 
fully avoid. 

The forty pages on bank examinations are 
principally useful for the forms presented, which 
occupy nearly three-fourths of the space. 

Brokerage audits are given about fifty pages 
and the section is “designed to give merely a gen- 
eral outline of the method to be used in examin- 
ing brokerage accounts.” Sixteen pages of forms 
close this section. 


reports— 


ArtHuur W. Hanson 


Accounting Principles. James O. McKinsey. (Cin- 
cinnati: South-Western Publishing Company. 
1931. Pp. 640. $3.60.) 

This is a text specifically designed for classroom 
use. It is intended for the use of junior colleges 
and for colleges offering an elementary accounting 
course in the freshman or sophomore years. The 
purpose of Accounting Principles is to serve as a 
basic first-year text of bookkeeping and account- 
ing knowledge not only for students who intend 
to pursue further work in accounting, but also 
for those who study accounting for one year as 
a part of their general business education. 

After pointing out briefly the need for account- 
ing information, the reader is at once introduced 
to the general subject of accounting via the bal- 
ance sheet. The effect of business transactions on 
the balance sheet is pointed out, and this in turn 
permits the author to introduce accounts, the profit 
and loss statement, and the everchanging proprie- 
torship interest. While the development of this 
phase of accounting knowledge is entirely along 
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orthodox lines, it is of interest to note the facility 
with which this is accomplished in Accounting Prin- 


ciples. It is this particular phase of accounting that § 


is usually so troublesome to the beginning student, 

The journal is not introduced until Chapter IX, 
It would seem that the continuity is somewhat 
broken after this point by the introduction of 
Chapter X on depreciation, after which the author 
devotes succeeding chapters to the subject of Ad- 
justing and Closing Entries, Sales and Purchase 
Records, and the Cash Record. It would have been 
better, so it seems, to include Chapter X with 
Chapter XXII where depreciation is again taken 
up, and taken up at a time when the student is 
more properly prepared to consider the subject of 
depreciation. It would seem that a thorough mas- 
tery of the elementary technique of bookkeeping 
would be desirable before any mention whatsoever 
is made of depreciation and depreciation reserves, 

Two chapters, XI and XXIV, are devoted to 
Adjusting and Closing Entries. The latter chapter 
expands upon Chapter XI and introduces the use 
of the worksheet. 

Since twenty-four chapters (882 pages) are 
employed in developing the ordinary technique of 
bookkeeping and accounting necessary to an in- 
dividual proprietorship, the reader can well under- 
stand that the subject matter of this text under- 
goes extended presentation. Each individual matter 
is presented in considerable detail; actual illustra- 
tions of accounts, journals, statements, and busi- 
ness forms are numerous. Control accounts, for in- 
stance, take up two chapters, or 30 pages. From 
the standpoint of the elementary student, extended 
treatment of this nature may be advantageous be- 
cause of the drill and leisurely progress provided. 
While this may be entirely fitting to a senior high 
school, or to a junior college, it is felt by this re- 
viewer that for the average college or university 
student progress can, and should be, much more 
rapid. 

Chapters XXV and XXVI take up partner- 
ships; and Chapters XX VIII-XXXII, the corpora- 
tion. 

In the latter part of the text are chapters de- 
voted to Fixed Assets, Long Term Liabilities, and 
Manufacturing Accounts. There are also four chap- 
ters on the interpretation, organization, and analy- 
sis of financial statements which are well handled. 

As already indicated, the text is detailed in 
character and conventional as to content matter. 
A volume so characterized undoubtedly deserves 
a place in the field of accounting literature; and 
its distinctive utility will as surely find many users. 

Illustrations are plentiful throughout the text. 
Binding and paper are of good quality. There are 
numerous exercises and questions accompanying 
each chapter. There are also three practice sets 
of reasonable length. The first is for a proprietor- 
ship, the second for a partnership, and the third 
for a manufacturing company; each succeeding 
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set is, however, considerably more complex than 
its predecessor, which is a desirable feature from 
the standpoint of the scholastic utility of practice 


sets. 
Arnotp W. JoHNSON 


Constructive Accounting. J. F. Sherwood. (Cincin- 
nati: South-Western Publishing Company. 1929. 
Pp. 252.) 

Constructive Accounting fills a long-felt need 
for an adequate text on the planning of the ac- 
counting system, also the designing of the records 
and forms which comprise the system. 

The text is well written. The principles are de- 
veloped in logical order, later being applied in the 
construction of different accounting records and 
forms. 

Each chapter is devoted to a specific phase of 
the subject. In all books by Professor Sherwood 
that the reviewer has been privileged to examine, 
the discussion is organized so as to provide: first, 
a preview of the subject through the medium of 
an outline at the beginning of the chapter; sec- 
ond, a discussion of the theory involved in the 
presentation of the subject; third, a review of the 
subject through a summary; fourth, questions 
which develop the theory, and fifth, problems re- 
quiring an application of the theory to practical 
work. 

Chapter one covers in detail the principles of 
system building. Following a discussion of the 
scope of the subject, the chapter takes up the ques- 
tion of the preliminary survey in a very compre- 
hensive manner. The problem of account planning, 
classifying, and coding is also very aptly stressed. 

Chapter two covers the designing of records 
and forms. The author brings out, in a very in- 
teresting manner, how the accounting system must 
be made to fit the business rather than the busi- 
ness to fit the system. 

Chapters three, four, five, six and seven deal 
with Purchase and Sales Records, Cash and Miscel- 
laneous Journals, together with the General and 
Subsidiary Ledgers. In each chapter the subject is 
presented in a most informative manner, which 
makes the work most interesting and instructive. 
Due largely to the wealth of illustrative forms, the 
text is a very valuable addition to any accounting 
library. As a reference book on forms and sys- 
tems, it is incomparable. 

Chapter eight covers the installation of a sys- 
tem, together with the necessary reports and man- 
ual of operating instructions to be submitted to 
a client. 

The remaining two chapters cover specific sys- 
tems, one a wholesale grocery, and the other a 
realty company. 

The project given at the end of chapter ten 
requires an application of the principles developed 
throughout the text. It provides an excellent means 
of testing the ability of the student to apply his 
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knowledge of the principles of constructive ac- 
counting. 

The text is well adapted for use in a course 
on system building. It presents the principles in a 
clear and understandable manner and, therefore, 
is well adapted for teaching purposes. 

H. 


Corporation Accounting. William T. Sunley and 
Paul W. Pinkerton. (New York: The Ronald 
Press Company. 1931. Pp. xv, 570. $5.) 

The term “corporation accounting” has become 
fairly standardized today and refers to that part of 
accounting which is peculiar to the corporate form 
of organization. It is not surprising, therefore, that 
all the topics treated in a book on this subject 
should be found in other books dealing also with 
other aspects of accounting. And yet there is full 
justification for grouping these subjects by them- 
selves. 

The topics considered are as follows: Cor- 
porate Organization, Records and Accounts; Par- 
Value Capital Stock, Premiums, Discounts, For- 
feitures, Treasury Stock; Earned, Paid-In, Do- 
nated, and Revaluation Surplus; No-Par Capital 
Stock; Bonds; Sinking Funds; Financial State- 
ments; Dissolution and Refinancing; Accounting 
for Mergers; Holding Companies and Consolidated 
Statements; and finally, Receivership, Reorganiza- 
tion, Liquidation and Bankruptcy. 

The authors are to be congratulated upon their 
treatment of the subject. Topics are considered 
somewhat exhaustively, various methods are 
brought out with eminent fairness, illustrations by 
journal entries and forms of statements make clear 
the points raised in the text material. The common 
procedure of overdoing either the illustrations or 
the discussion to the detriment of the other has 
been avoided. There is no tendency to overempha- 
size the hobbies of the authors. In fact the prob- 
lem has been looked at from the scientific point 
of view, with full recognition of the importance of 
the conventional accounting procedure and yet with 
a clear understanding of the changes which are 
taking place in accounting practice. 

It is disappointing to note the treatment of 
treasury stock. The authors have held to the view 
that under certain conditions treasury stock ac- 
count may be regarded as an asset account rather 
than as a negative valuation account of proprietor- 
ship. If it is the intent of the directors to resell 
treasury stock the account is an asset and the 
charge should be made at cost. If there is no in- 
tention to sell them the account should be regarded 
a valuation account and the charge made at par 
with some surplus charge or credit making up 
the difference. This is a most unfortunate point of 
view, as proprietorship is an economic fact. Ac- 
cording to their view proprietorship varies with the 
intent of the directors. Surely the determination 
of proprietorship at any instant of time must be 
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based upon the status of all assets and liabilities 
and intent does not change the status. Is this con- 
dition not parallel to considering a partner’s draw- 
ing account possessing a debit balance as an asset 
if the intention of the partner is later to make good 
this debit balance with a cash settlement, or to 
restore the proprietorship figure by getting in new 
capital? According to this view the sale of stock 
out of unissued stock in place of treasury stock 
makes possible a continuation of an asset even 
after a sale. Since the stock is not the stock certi- 
ficate and since shares of stock are not numbered, 
they are not identifiable as between unissued stock 
and treasury stock, and it is a matter of ruling 
upon the parts of those in control as to what entry 
is made. To us it seems that this condition would 
permit a juggling of entries to suit a purpose. If 
desired to show large asset values it would only be 
necessary to say that the sale takes place from 
unissued stock. Or if it were desired to reduce as- 
set values it might be said that the sale takes place 
from treasury stock. Accordingly the wishes of 
those in authority govern the situation even though 
the stock is precisely similar, whether it is said 
to come from one group or the other. If treasury 
stock is an asset when the intention is to resell 
it, unissued stock is an asset if it is the intention 
to sell it. The real situation to us is a reduction 
of proprietorship when treasury stock is purchased, 
and in increase in proprietorship when stock is 
sold, whether the sale takes place from treasury 
stock or unissued stock. 

The book is recommended to the practicing ac- 
countant and to the student of accounting as emi- 
nently worth while. Clearly it is a contribution to 
the literature of corporation accounting. 

S. Kress 


Income Tax Accounting. J. F. Sherwood. (Cincin- 
nati: South-Western Publishing Company. 1930. 
Pp. 235.) 

Income Tax Accounting presents a clear inter- 
pretation of the Income Tax Law of 1928 and the 
latest rulings and regulations of the Treasury De- 
partment. The practice material included, requires 
an application of its provisions to the returns of 
individuals and corporations and may well be used 
as a basis of instruction in income tax account- 
ing and procedure. 

Chapter 1 of the text gives a brief synopsis of 
Taxation from its inception to the present act. The 
material is divided into two general divisions, the 
first relating to the income tax on individuals and 
the second to that on corporations. 

Chapter 2 covers returns for individuals and 
deals with the basis upon which returns may be 
filed, that is, calendar or fiscal year, and either 
cash or accrual basis. Reference is made to the 
time and place for filing returns and to penalties 
attached for failure to comply with the provisions 
of the act. 


The Accounting Review 


Chapter 3 considers the question of what consti- 
tutes gross income for the individual. All items of 
income are adequately covered and discussed. 

Chapter 4 considers the different items ex- 
empted, while deductions from Gross Income are 
covered by Chapter 5 in a most comprehensive 
and informative manner. 

Chapter 6 deals with the individual’s computa- 
tion of taxes. The method of approach through 
propositions and solutions gives the reader a clear 
working knowledge of the application of the law, 

Chapter 7 follows with a discussion of Account- 
ing for Income Tax returns. The use of the “In- 
come Tax working sheet” is presented which shows 
how advantageous it is to compile and classify 
this information on such a form. 

Chapters 8 and 9 very adequately cover the 
returns for corporations including the subject of 
consolidated returns. Consideration is given to cor- 
porations exempt from taxes and the procedure 
necessary to establish exemption. As under the 
section covering individual returns the question of 
gross and net income is thoroughly covered. 

The illustrations showing computation of taxes 
explain the mechanics in a clear and understand- 
able manner. In fact they help to make the book a 
valuable reference as to the proper way to handle 
questionable items. 

The questions and problems at the end of each 
chapter afford a wealth of material to the instruc- 
tor using the text as a guide. This is further sup- 
plemented by additional problem material in Chap- 
ter 10. 

The text concludes with an appendix giving the 
1928 Revenue Act. The information in the book is 
expressed in readable manner and without a doubt 
helps to make the law more easily understood. It 
therefore is a valuable contribution to the field of 
accounting. 

The reviewer congratulates the author on the 
completeness of the work. It is a highly practical, 
timely, and valuable text, to the student, teacher, 
executive, and professional accountant. 

P. H. Hense. 


Credits and Collections in Theory and Practice. 
Theodore Beckman. (New York: McGraw-Hill 
Book Company, Incorporated. 1930. Pp. xvii, 
599. $4.) 

The first edition of this excellent text appeared 
in 1924. It constituted a welcome addition to the 
literature on the subject at that time and now that 
it has been thoroughly revised and amended it is 
much more welcome. Professor Beckman divides 
his book into five parts, the first of which deals 
with fundamental principles, the second with 
sources of credit information, the third with credit 
department organization and management, the 
fourth with technical and legal aspect of collec- 
tions and the fifth with credit and collection and 
control. The new edition includes a chapter on in- 
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stallment credit in Part I, a chapter on special 
mercantile agencies in Part II, a chapter on in- 
stallment credit management in Part III, a chap- 
ter on collections in Part IV, and a chapter on 
credit limits in Part V. These chapters constitute 
valuable additions and expansions which experi- 
ence with the book and passing events made both 
desirable and necessary. 

In view of the growing importance of credit 
transactions of all kinds it is not surprising that 
courses in credit and in credit and collections have 
found places in the curricula of many collegiate 
schools of commerce. Professor Beckman’s book is 
eminently fitted for a text in such courses. One may 
doubt the wisdom of undergraduate training in 
collections in view of the fact that an efficient col- 
lector must have rare qualities of judgment, but 
there can be no doubt that this part of the book 
is highly valuable to business men and it must be 
kept in mind that Professor Beckman had both 
business men and students in mind when he pre- 
yared his text. 

From the point of view of collegiate instruc- 
tion in finance, Professor Beckman’s book performs 
a distinct service. There can be no question that 
adequate instruction in a course in banking neces- 
sitates inclusion of material relating to the analysis 
of borrowers’ statements. Bank loans are increas- 
ingly based upon data afforded by such statements 
and the practice is growing, rather slowly to be 
sure, but it is growing even among small banks. 
The best approach to the famous Three Cs is by 
way of an adequate tinancial statement and stu- 
dents should be instructed from this point of view. 
Professor Beckman has included three excellent 
chapters on business statements and their analysis, 
material which might very well be included in any 
text on banking. Since this material is not often 
found in texts on banking, Professor Beckman’s 
book constitutes a valuable reference book on this 
and related subjects. 

One or two exceptions to his treatment may be 
noted in passing. At page 257-258 he includes in- 
tangibles among fixed assets, a practice which does 
not appear to be desirable. A separate classifica- 
tion has much to recommend it. Again, at page 
261, he fails to refer to the desirability of includ- 
ing in the balance sheet evidence that accounts re- 
ceivable have been assigned. At page 284, in re- 
ferring to the ratio of sales to merchandise, he 
states that “to secure this ratio, divide the net 
sales by the total merchandise inventory.” It seems 
obvious that the true ratio can only be ascertained 
by taking the net sales at cost, assuming that the 
inventory is carried at cost. The treatment of 
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installment credit leaves something to be desired 
from a purely economic point of view. It appears 
to the writer that insufficient stress has been placed 
upon the fact that much installment buying adds 
nothing whatever to the power of the buyer to 
meet his payments. The credit is often extended 
without consideration of the productive power of 
the goods which are purchased and right here the 
line between desirable and undesirable installment 
credit should be drawn. Not that no such sales 
should be made when the goods add nothing to the 
power of the buyer to make the payments, but 
on both sides of railway tracks, and in other ways 
which would add to the welfare of our people. The 
author feels that there are no assignable limits to 
improvements of this general character and that 
this type of activity could be utilized not only to 
relieve unemployment in depression but also to 
relieve technological unemployment continuously. 

The peace-time army should have a permanent 
organization and should be capable of immediate 
expansion in a time of emergency. Its general staff 
should consist of the most able men and women the 
country affords. The financing of its activities 
should be done primarily by loans backed by the 
United States. The loans should in all probability 
be repaid by a well-devised sales tax covering rela- 
tively few commodities. Professor Ely’s develop- 
ment of the details of this plan is intentionally 
very meager but in general it gives added empha- 
sis to the conviction that is gaining ground 
throughout the country that we must obtain some 
sort of general economic planning if we are to 
reduce the instability of our economic activities. 

Among other matters which the author consid- 
ers is the integration and pooling in various in- 
dustries to accomplish a more economical situation. 
He emphasizes the tardiness of our laws with ref- 
erence to combinations in iadustries. He also has a 
very brief comment to make on the matter of stock 
speculation, regarding this as a phenomenon rather 
than an underlying cause of hard times, Neverthe- 
less, he implies that to a considerable extent specu- 
lation is gambling in its nature and, therefore, so- 
cially injurious. Ethical training with reference to 
what is injurious and also to what is healthful in 
our economic life may, therefore, render some help. 

The book omits consideration of many things 
which might have been touched upon and touches 
only very briefly certain important problems, but 
it is designed not as a comprehensive treatment 
but rather as an urge to better understanding and 
wiser action. 

J. L. Sumer 


Brown UNIversity 
Mr. Adolph Abramson of the University of 
West Virginia is to be a member of the staff 
next year as assistant in accounting. 


University or Cuicaco 
Mr. W. J. Graham delivered an address be- 

fore the American Law School Association in 
April which has been published in the Jour- 
nal of Business of the University of Chicago 
and also in the May issue of the American Law 
School Review. Mr. Graham is experimenting 
with a course in Machine Accounting and in 
March addressed the Dayton chapter of the 
N.A.C.A. on “Machine Methods of Distribu- 
tion.” 

CorNELL UNIVERSITY 

While Cornell does not have a school of 

business administration, courses in accounting 
are being offered in four different departments. 
Professors Whiton Powell and M. P. Cather- 
wood of the Department of Agricultural Eco- 
nomics, Mr. Donald English, professor of eco- 
nomics and accounting, Mr. John R. Bangs, 
professor of industrial engineering, and Mr. 
John Courtney, instructor in hotel accounting 
in the Department of Home Economics are 
conducting courses in different fields of ac- 
counting. 

University oF DENVER 


The department has just made a study of 
the relation of high school bookkeeping to at- 
tainment in the university classes in elemen- 
tary accounting. Student records have been 
checked back for five years to determine dif- 
ferences in attainment in elementary account- 
ing and in progress beyond the first year. Ten- 
tative results obtained so far indicate that a 
larger proportion of the students who have had 
such preliminary bookkeeping are successful 
in completing the elementary accounting 
course, that they maintain higher scholarship 
ratings, and that a larger proportion continue 
into the second-year and more advanced 
courses. It is possible that these results will 
be used to revise the content of the elementary 
course so as to differentiate between the two 


groups. 


Harvarp UNIVERSITY 


Associate Professor Ross G. Walker is 
leaving the department to become treasurer of 
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the Hamilton Woolen Co., of Southbridge, 
Massachusetts. 

Mr. W. A. Hosmer, professor of economics 
at Hobart College, and Mr. L. L. Briggs, as- 
sociate professor of economics at the Univer 
sity of Vermont, are joining the staff in ac 
counting for next year. 


Inpiana UNIVERSITY 
The department is engaged in a study of 
methods and practices used in teaching ele- 
mentary accounting courses. Mr. G. L. Car. 
michael and Mr. A. S. Prickett are obtaining 
extensive information on practices at other 
institutions. 


University or 

Mr. D. M. Beights, assistant in accounting, 
is leaving the department to become professor 
of accounting at Marshall College (W.Va.). 

Professor A. C. Littleton is receiving a 
Ph.D. degree this June in Economics. His 
thesis is “The Historical Foundations of Mod- 
ern Accounting.” W. H. Stout and T. R. Lari- 
more, assistants in accounting, are receiving 
the Master of Science degree in June. 


Iowa State UNIVERSITY 

Mr. R. D. Kennedy, instructor in account- 
ing, has accepted a position at George Wash- 
ington University. 

Professor S. G. Winter, chairman of the De- 
partment of Accounting, will offer a course 
in the College of Law during the second sum- 
mer session. 

Associate Professor H. E. Eversole will 
spend two months in Europe during the sum- 
mer. 

University or Kansas 

Mr. Paul Malone, instructor in economics, 
has accepted a scholarship at the University 
of Chicago, where he will work toward his 
Ph.D. next year. Mr. Jens P. Jensen, profes- 
sor of public finance, will return this fall from 
the University of Chicago, where he has been 
engaged in research work for the past year. 
Leonard Axe, instructor in business law, will 
attend the law school of Northwestern Uni- 
versity this summer. 

The teaching load will be rearranged for 
next year and a new full-time instructor en 
gaged so that the elementary courses will all 
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University Notes 


be taught by full-time instructors of several 
years’ teaching experience. 

On April 17 a state-wide meeting of instruc- 
tors of accounting was held at the university 
at which instructors from the university, the 
Teachers College, Agricultural College, the 
junior colleges, and from the private colleges 
were present to discuss the course in elemen- 
tary accounting. About 70 per cent of the in- 
structors of the state were present, and the 
success of the meeting was such that a meeting 
will be held next year at Wichita to discuss 
similar problems. 


University or Kentucky 


Mr. Colvin P. Rouse is to be on leave of ab- 
sence for the coming year, during which he 
will be doing graduate work at Columbia. 

Mr. Lloyd B. Averitt has been appointed 
instructor in economics for the year 1931-82. 

Professor Robert D. Haun has just been 
granted an M.A. degree by the School of Com- 
merce of Chicago University. 


Lenicu UNIVERSITY 


Professor H. M. Diamond will offer courses 
in Labor at the summer session of Pennsyl- 
vania State College and Professor Ward L. 
Bishop will offer courses in Public and Muni- 
cipal Finance at the same institution. Mr. A. 
H. Haring and Dr. C. E. Allen will have 
charge of the summer work at Lehigh. 

During the past year additions to the de- 
partmental staff have been: Mr. W. F. Payne 
from Chicago to replace Wm. Withers as in- 
structor in economics, and Mr. C. E. Allen, 
as assistant professor of accounting, from the 
University of Illinois. For the coming year 
the staff will remain intact. 


University or MARYLAND 

Mr. Bernard T. Dodder and Mr. Harvey T. 
Casbarian recently passed the C.P.A. examina- 
tion in Maryland. Mr. Dodder is in charge of 
the work in accounting and is also maintaining 
an accounting office in Washington, D.C., un- 
der the name of Dodd and Co. Mr. Casbarian 
is cashier of the university. 

Courses in Cost Accounting and in Auditing 
will be introduced this next year, thereby in- 
creasing the work in accounting to three full 
years. 

University or Missouri 

Accounting work at the University of Mis- 
souri, which has heretofore been given in the 
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Department of Economics, has been trans- 
ferred to a new Department of Accounting 
and Statistics. The staff of this new depart- 
ment will consist of Professor DR Scott, 
chairman, and Assistant Professors D. M. 
Bauer and Harry P. Hartkemeier. 

Mr. Bauer was formerly engaged in profes- 
sional practice as a C.P.A. in St. Louis. He 
has been at Missouri for the past two years 
and has been promoted to the rank of associate 
professor for next year. Mr. Hartkemeier re- 
ceived his doctorate in statistics at the Univer- 
sity of Chicago in December, 1930, and will 
have charge of the work in statistics. 


University or Montana 
The University will be offering a series of 
new courses in summer session this year which 
have not been offered in regular session here- 
tofore. Dean Line his this year conducted the 
campaign for the Community Chest for the 
city. 
University or NEBRASKA 
J. Merle Yowell has resigned his position in 
the department to accept a position as general 
auditor for the Omaha Cold Storage Co. 
Mr. Raymond C. Dein has been appointed 
assistant instructor in accounting. 


University or Nortu CaroLina 

Mr. C. B. Sparger, assistant professor of 
accounting, is leaving the department to work 
in the accounting department of the Federal 
Bridge Co., of New York City. Mr. R. H. 
Sherrill, M.A., Columbia, and C.P.A., N.C., 
is joining the departmental staff. Mr. Sherrill 
has been doing extension work in various cities 
of North Carolina. Professor E. E. Peacock 
recently submitted a report to the state tax 
commission on the tax burden on manufactur- 
ing industries of the state. 

A C.P.A. Review course will be given dur- 
ing this summer session. A law was recently 
passed by the legislature of the state requir- 
ing towns and cities that do not have regular 
resident auditors to have their records ex- 
amined and reports made to the State Director 
of Local Governments by a Certified Public 
Accountant. 


University (ATHENS) 
Mr. Ralph F. Bechert who has been teach- 
ing accounting half time in the fall semester 
and doing field work for the second semester, 
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will teach ful! time in the department next 
year. 

Mr. R. B. Westbrook is coming from the 
University of Minnesota to take charge of 
courses in Business Organization and Market- 
ing next fall. 


PENNsYLVANIA State COLLEGE 
Two full years of accounting are now of- 


fered by Mr. C. J. Rowland and Mr. H. H. 
Williams. To this has recently been added a 
course in Income Tax Accounting for seniors 
and graduates. Registration in the elementary 
courses has this year been over 200. It is 
planned next year to add a course in Mana- 
gerial Accounting. 

Mr. Rowland is chairman of the Committee 
on Education for the Harrisburg chapter of 
the Pennsylvania Institute of Certified Public 
Accountants, and is also a member of the state 
committee of the Institute. 


University or Porto Rico 


Assistant Professor Angelo Traniello has 
been granted a year’s leave of absence for the 
purpose of working towards his Ph.D. degree 
at Columbia University. 


Princeton UNIVERSITY 


Accounting at Princeton is given by a num- 
ber of the staff of the Department of Eco- 
nomics, rather than by a separate staff in the 
field. This year courses are being conducted 
by Messrs. S. E. Howard, James M. Jarrett, 
Frank T. Vyver, J. W. Blum, and R. A. Les- 
ter. 

The Department of Economiés has recently 
moved into new quarters where a special ac- 
counting laboratory room has been provided. 
This room has an unusual layout of special 
desks and equipment and is used as well for 
conferences between instructors and students. 


The Accounting Review 


Noiseless chairs make 
room and students aregping it to a large 
tent in preference to ir own rooms in 


preparation of #roble and exercises. 
University oF 
Mr. Harry E. Olson 
counting instruction th 
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an excellent 


tH Dakota 

as charge of all 

year. A number 
statistics will} 


offered at the summer sesfion this year. 


Sranrorp UNIVERSITY 


Professor J. Hugh Jackson, who was 
have been visiting professor at the Unive 
of Chicago for 1931-32, will remain at 
ford to become Acting Dean of the Graduj 
School of Business for next year. Mr. Jack 
will teach during this summer at Chicago 
versity, as originally planned. 

Associate Professor Carl B. Robbins is | 
temporary leave of absence in Honolulu. Wit 
there he will read a paper on the sugar tati 
policy of the United States before an in 
national conference of sugar producers, 

Mr. Edward S. Shaw is to be instructor! 
accounting for the coming academic year a 
will have charge of a two-quarter introducté 
course in Elements of Accounts. 


University or TExas 


Professor C. F. Lay and Adjunct Proj 
sor B. H. Harrison are to return this fall aff 
leave spent in graduate work at Chicago 
versity. 

Mr. W. L. White, professor of marketing 
on leave directing the U. S. Trade Comm 
sion investigation of chain stores. Mr. C. 
Simmons, professor of statistics, has been ap 
pointed statistician for the university endow 
ment. Mr. B. F. Harrison, adjunct professa 
of accounting, has passed the Texas C.P.A 
examination. 
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